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abstract 
Mergers and acquisitions are a means of corporate 
expansion and growth. They are not the only means of corporate 
growth, but are an alternative to growth by internal or organic 
capital investment. From time to time, companies have preferred 
the external means of growth through acquisitions to internal 
growth. Indeed, mergers and acquisitions have tended to follow 
a historic pattern of 'waves' with periods of frenetic takeover 
activity punctuating periods of relative sedateness. 
The terms 'merger', 'acquisition' and 'takeover' are all part 
of the mergers and acquisitions parlance. In a merger, the 
corporations come together to combine and share their 
resources to achieve common objective. 
Whereas in an acquisition the acquired firm becomes the 
subsidiary of the acquirer. A 'takeover' is similar to an acquisition 
and also implies that the acquirer is much larger than the 
acquired. Where the acquired firm is larger than the acquirer, the 
acquisition is referred to as a 'reverse takeover'. Although the 
terms merger and acquisition are often used interchangeably, 
they have precise connotations in certain contexts, such as 
when acquirers choose which accounting rules to apply in 
consolidating the accounts of the two firms involved. 
RESEARCH METHODOLOGY 
For proposed study, the primary and the secondary 
information have been collected. The nature of study is such that 
the researcher has to depend mainly on secondary data which 
has been collected from publications, records & reports, 
selected companies & institutions on Mergers and acquisitions 
with the practices adopted by different firms, type of merger 
adopted, valuation from all perspectives, accounting methods 
adopted. 
DESIGN OF THE STUDY 
The main emphasis of this research work has been given 
to evaluate the role of mergers and acquisitions in the Indian 
economy in total there are seven chapters to analyze the 
present research work chapter are presents the introductory 
framework of the study & second on chapter are presents the 
introductory framework of the study & second on "merger 
strategy" In chapter three discussion has been made on "legal 
framework" whereas chapter four evaluates the" valuation 
measures and acquisitions". The main emphasis has been given 
to conceptual framework, tax aspects an financial analysis of M 
&A. 
Chapter five presents "SEBI's guidelines on M & A and 
chapter six is dedicated to "Case Study' which is main tool of 
evaluation the performance of mergers & Acquisitions. Last and 
final chapter seven deals with laying down "Conclusions and 
suggestions." 
DISCUSSION: 
With the accent on globalisation round, the numbers of 
cross-border mergers have increased dramatically over the last 
few years. The large scale privatization programs that are on 
anvil in the East European countries and in many of the 
developing countries and the formation of common markets like 
the single European market are some of the other factors which 
are bound to stimulate a larger merger wave in the 90s. 
Now, let us look at the Indian scenario. Has India 
remained insulated from the merger waves sweeping across the 
worlds? Well, it was so in the past. Given the regulatory 
framework with enactment's like the MRTP and the FERA which 
inhibited growth of large industrial houses and restricted the 
infusion of foreign capital in Indian industry, the tax policies 
which encouraged only some specific types of mergers, and the 
high entry and exit barriers built into different industries, and the 
merger at a low ebb. Having said that, we must add this 
scenario is currently undergoing a sea change, thanks to the 
several far-reaching measures of liberalization and globalisation 
initiated by the government. With foreign companies being 
invited to invest in India; projectionist tariff walls being 
progressively demolished; fetters on the growth of large 
business houses being removed; the gateway to competition 
being opened up in almost every sector of the Indian economy; 
and infusion of private capital being encouraged in many 
industries hitherto reserved for the public sector, the government 
has made the domestic companies realize that there is going to 
be more competition than ever before in the Indian market. One 
of the consequences of such realization is the large scale 
corporate restructuring that has started through a spate of 
mergers, acquisitions, strategic alliances and divestitures. 
The term 'Corporate Restructuring' is used to describe 
any significant change in the capital structure, in the operations 
or in the ownership of a firm, which is outside the ordinary 
course of its business. Examples include, transfer of controlling 
interest in a business, a transfer of the assets and liabilities of a 
company to another company and the transformation of a 
business entity into a limited partnership from of business 
organization. 
Merger is beneficial if it increases shareholder value or, 
more simply, increases the market value of the common stock. 
Market value is the net present value of the dividend stream 
discounted by the opportunity cost of capital. Market value will 
increase if either dividend stream increases, or opportunity cost 
of capital decreases. 
A post-merger earnings per share (EPS) is major criteria 
used to evaluate merger candidates. If resulting EPS is higher, 
then market should value the stock more highly, once Merger is 
consummated. 
These are exciting times for the corporate sector, with a 
number of companies in the process of taking over the entities. 
In recent times, there have been many takeover efforts-some of 
them are Raasi Cement by India Cement, Merind by 
Wockhardth and Indian Aluminium by Sterlite Industries. What 
are the Important attributes in an open offer? The need for an 
open offer arises when any company is interested in acquiring 
management control of another firm. The open offer process is 
regulated by the SEBI ( substantial acquisition of shares and 
takeover) Guidelines 1997. 
Under Section 394 of the Companies Act, if an application 
is made to the court for purposes of amalgamations of any two 
or more companies and the transfer of Property or liabilities of 
the transferor company to the transferee company, under a 
compromise or arrangement between the company and others 
the court by an order shall make provision for all or any of the 
following matters: 
a) The transfer of whole / part of the undertaking, property is 
liabilities of transferor company to the transferee company. 
b) The allotment of nay shares, debentures, etc. by the 
transferee company under that arrangement. 
c) The continuation of any shares, debentures etc. by the 
transferee company against (or by) any transferor company. 
d) The dissolution of any transferor company and 
Suitable provisions for a person dissenting from the 
compromise or arrangement. 
The accounting treatment of an amalgamation in the books 
of the "Transferee Company" is dependent on the nature of 
amalgamation. For a merger, the 'pooling of interest' method is 
to be used and for an Acquisition the 'purchase' method is to be 
used. Under 'the pooling of interest' method, the balance sheet 
of the combined entity is arrived at by a line-by-line addition of 
the corresponding items in the balance sheets of the combining 
entities. 
Valuation of the target in an acquisition is an important part 
of the process of determining the consideration to be offered to 
the target shareholders. The value that the bidder places on the 
target sets the maximum or 'walk away' price the bidder can 
afford to offer the target shareholders. The value of the target 
from the bidder's point of view is the sum of the pre-bid stand-
alone value of the target and the incremental value the bidder 
expect to add to the target's assets. The latter may arise from 
improved operation of the target or synergy between the two 
companies. Added value may also move from profitable target 
asset disposals, as in a bust-up takeover. 
The key distinguishing factor regarding funding negotiated 
vs. hostile takeovers is the level of certainty relating to the 
funds requirement in the two cases .In negotiated takeover of an 
asset, the exact quantum of funds requirement is known. Even 
in the case of negotiated deal for the purpose of acquisition of 
shares, a reasonably accurate estimate of the funds requirement 
can be had as the existing promoters stake being acquired is 
known and a reasonably accurate estimation of the public 
subscription can be made on the basis of the attractiveness of 
the offer. Thus, the funds requirement has an element of 
certainty 
SALIENT FEATURES OF SEBI's TAKEOVER REGULATIONS 
• Acquirer holding more than 5% of the shares in a company 
must disclose its shareholding to the company and all stock 
exchanges where the scrip is listed. 
• In a negotiated takeover, acquirer cannot acquire more than 
10% shares in a company unless it makes a public offer for 
another 20% of shares. 
• The 20% minimum mandatory offer allowed to be lowered, 
but conditional on a level of acceptance, provided 50% of 
consideration payable under the public offer is deposited in 
an escrow account. 
Creeping acquisition of 2% per year in case of holding not 
less than 10% and upto 51%. 
• Consolidation of holdings above 51 % triggers public offer. 
• Change in control triggers public offer. The term control 
defined as the right to appoint majority of directors /right to 
control the management or policy decisions. 
• Minimum offer price to be the highest of 
a) Negotiated price 
b) Highest price paid by the acquirer, for any acquisitions 
in the last 26 weeks. 
c) Price in preferential allotment of shares to the acquirer 
in the last 12 months. 
a) Average of weekly high and low of the closing prices of 
shares in the last 26 weeks. 
• Competitive bids allowed within 21 days of the public 
announcement of first offer. 
Two case studies have been discussed for the study of 
"Role of Mergers and Acquisitions in the globalisation of the 
Indian Economy". One is Merger of Hindustan Lever Limited with 
Ponds India Limited and the other is Merger of ICICI with 
Mudura Bank. 
Most of the M&A have multiple objectives, which are 
sometimes very complex. The objectives of the M&A activities 
could vary from getting a tax shelter to making a new project, 
which has become unviable due to changed government policies 
time and cost overruns etc. Sometimes the objectives in case of 
mergers could also be the hefty financial gains, which promoters 
will get due to capital appreciation. 
A total of 42 mergers and amalgamations took place in FY 
2004 in Corporate India, encompassing the banking, finance, 
power, pharmaceuticals, chemicals, steel, electronics and 
automobile sectors. 
Prominent among them were the mergers of two Tata 
group power companies—^Andhra Valley Power Supply 
Company (AVPSC) and Tata Hydro-Electric Supply Company 
(THESC)—with Tata Power Company (TPC), the merger of 
Bank of Madura (BoM) with ICICI Bank and the merger of 
Cheminor Drugs (CDL) with Dr.Reddy's Laboratories (DRL). 
The Indian economy, considered to be one of the largest 
consumer markets that form the Asian Tiger Economies, was 
finally awakened from its sleep with the Liberalization reforms in 
1991 undertaken by the Indian Government under the 
leadership of the Prime Minister P.V. Narishma Rao and 
Finance Minister Manmohan Singh. 
A study of mergers by the consultacy firm, KPMG, that 
found that half the mergers had destroyed shareholders value 
while another third had made no difference. Other studies, 
covering different countries, sectors and time periods, have 
come to similar conciusions. Indeed, it is fair to say that in few 
respects have managers defined the findings of pundits as 
resolutely as in the case of merger; every CEO, no doubt, thinks 
he can bring it off. 
Germany's top banker have had ridicule heapted on them 
following the collapse of merger talks, first between Dentsche 
Bank Dresdner Bank and then between Drasdner and commerz 
bank. 
Mr. Kaufman of Financial Times says that mergers are bad 
because, far from leading to efficiency, these vi/ill create 
monopolies that will "inact a cost on society as a whole",. He 
laments the fact that corporate consolidation has gone largely in 
challenged. This is because it is taking place against. This is 
because it is taking place against a background of general 
prosperity and rising stock prites, with much of the stock being 
held by ordinary citizens. 
The researcher after evaluating various aspects of M&A 
has offered following recommendations: 
• Change in the FERA, MRTP, IDRA, 1961, new takeover 
code'97 and new companies act 97 are going to 
remove numerous hurdles in the path of Mergers, 
acquisitions and takeovers. 
• Under these and other liberalization's, the companies 
will need to grow rapidly and consolidate their 
10 
operations which can be done through Business 
restructuring in vyhich mergers, acquisitions and 
takeovers wiii play a key role. 
• Firms v/ill substitute their Greenfield growth plans with 
takeover strategies because the benefits of taking over 
a company-ready-m,ade manufacturing facilities, well -
entrenched brands, capture market share, no entry 
delays and an entrenched distribution network. 
• Further liberalization and resulting restructuring of 
Indian companies will force an unprecedented 
reshuffling of companies and businesses. They will 
identify their core-competencies that will help them 
cope best with the future and take necessary steps to 
consolidate (one way would be mergers and 
Takeovers). 
• The Governments decision regarding disinvestments of 
some of its enterprises will also add to the activity of 
merger and acquisitions. 
• The new definition of sickness by BIFR will also 
facilitate M&A activities. In view of the turbulent 
environment in the corporate India in wake of 
liberalization and globalisation process, the prospects 
of entrepreneurs burning that hands and more and 
more firm going silk and further put to sale are very 
high. 
• According to the new definition of sickness, firms which 
have eroded their net worth, no longer have to post net 
losses for two successive years before they can be 
declared sick.BIFR is also been that sick companies be 
acquired quickly. 
» With transnational also realizing that the complex local 
market is better accessed by ready-made distribution 
network rather than one build from the scratch. 
• The opening up of banking industry to the private, 
sector is also resulting in flurry of M&A activity in this 
industry. Further relaxing of rules a certainty and a 
trend towards universal Banking taking shape is also 
going to spurt the M&A and takeover activities in 
Banking. 
• Increasing competition has already played its part in 
M&A activities in parts, further increase in competition 
particularly competition based on cost and efficiency, 
will result in merger and takeovers to achieve 
economies of scale so that to reduce costs and 
increase efficiency. 
• The recent guidelines for NBFC's will also add fuel to 
fire and those would be large consolidation of firms in 
this highly scattered industry. 
' The current industrial slowdown and overcapacity in 
some sectors will also result in consolidation in these 
12 
• 
industrial sectors (Cement, steel, auto-ancillaries, 
NBFC's tyre industry). 
Companies operating in industries which are in a bad 
shape are likely to witness more takeover bids than 
companies operating in industries, which are in good 
shape. There are two reasons for this. 
• In 1994 a large number of corporate went for public 
issues after which the holding of promoters went down 
substantially ad bulk of equity is not with the retail 
investor. These small investors have seen a constant 
erosion of their wealth in the last three-year. As soon as 
an acquirer offers a handsome price for his stock, 
investors will jump at the opportunity of offloading their 
junk stocks. 
• Also strong companies, specially the multinational in 
the poorly performing industrial sectors, are added at 
much cheaper costs. It also reduced competition. They 
survive through recession on the strength of their deep 
pockets. This is evidenced by the spate of takeovers 
and mergers in the pharmaceutical industry where 
MNCs prevail. 
• Industrial sectors which are likely to see a large number 
of such bids in near future include cement steel and 
flexible packaging. 
® In the case of cement the industry is divided on the 
basis of regions. A south based company interested in 
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making its presence in any other region will be keen on 
taking over company in that particular region and will be 
able to expand at a lower cost then setting up of a new 
plant in that region. 
• In case of steel industry, several companies have been 
hit hard by recession in the last three years. Due to 
large capital cost, promoters holding in most of the 
companies is very low. Replacement cost of putting up 
a next plant is very high and in the current state of the 
market he scraps are quoting much below their inherent 
worth. Moreover the steel industry is a cyclical industry 
and as soon as the cycle starts moving upwards the 
investment by an acquirer can be recovered soon. 
The flexible packaging industry has been a relatively 
new industry in India. The promoters, several of them 
first generation have expanded rapidly during 1993 to 
1995. There have been huge capacities installed in this 
industry leading to low capacity utilisation and 
consequent fall in scrip prices. 
The promoters holding in several new companies are 
very low making them easy takeover targets. In flexible 
packaging industry the nature is such that the small 
converters have been able to grab regional market 
share at the lower end of the markets. During the last 
two years of recession of in flexible packaging industry. 
Lower end of the market has shown only small growth. 
14 
A big company can take daily if it acquires a medium 
size company, which has a large list of clients who may 
be small in size but add to the volumes of business. 
• On the other hand the services sector is unlikely to see 
much of acquisition and takeover activity. Companies in 
industries like finance and software will be relatively 
immune from such threats. In software company the 
main asset of the company is skilled manpower. In 
case, of a takeover bid the skilled manpower can leave 
the company leaving the acquirer high and dry. This is 
particularly in the case of Indian software companies 
who are providing services rather than developing 
branded software, which could be, acquire along with 
the targeted company. 
• Besides the assets, other major consideration for 
Takeovers is the share holding pattern. Companies 
where promoters holding are above 51% should feel 
less threatened unless somebody takes a substantial 
stake in the company to merely disturb the 
management or in certain cases green mail the 
promoters, in other cases where the promoters holding 
is less than majority level the holding of the financial 
institution an important role in the event of takeover 
threat. 
» Another important factor in the take over game will be 
brands. If the targeted company owns very strong 
brands, the chances that bidder company will offer a 
higher price than justified by the tangible assets. Plant 
and machinery of a company have a replacement cost 
but the value of a brand is intangible. The case of 
Lakme is prefect example. HLL has paid RS. 200 cr. for 
the brand of Lakme which is more than were they are 
likely to pay for plant and machinery so the companies 
which has strong brands and lower promoter holdings 
are likely to be attractive takeover targets. Even the 
level of institutional holding may company can 
determine susceptibility of a company to takeover 
threats. If the investment is held by investment 
institutions by UTI, LIC and other development financial 
institutions like ICICI, IDBI and IFCI, the chances of 
hostile bid will be lower but if the holding is with UTI and 
other mutual funds. The chances of the bidder 
succeeding are very high. For an institution like UTI or 
any other mutual fund the increase in their NAV is more 
important is more important than saving the incumbent 
management or the long-term prospect of business. 
A larger number of friendly takeovers will also take 
place. This is the much-voiced concept of the white 
knight. The white knight as it were takes over the target 
company to release its independence later. Under 
performing companies in big industrial groups are likely 
to witness friendly takeovers, but this may often 
jeopardize the interests of small investors. 
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« Take over code has opened up the debt issue route to 
finance the Merger and takeover activity. It will add a 
new product to the current product portfolio of financiers 
and also make corporate job of generating funds for 
M&A a lot easier. 
Hence, Globalization is a faster highlighting competitive 
pressure. According WIR, driving forces thus are liberalization 
and globalization and the special needs and condition of 
particular industries leading to a consolidation on a global scale. 
So the study can predict the M & A activity in the Indian 
economy can help a company to decide whether it has time to 
strengthen itself or whether it should consider an M & A to 
survive. It makes the time frames for expected M & A seal. 
Eispecially with global competition coming in the 'S' curve would 
help corporate take crucial decisions. 
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Introduction 
Mergers and acquisitions are a means of corporate 
expansion and growth. They are not the only means of corporate 
growth, but are an alternative to growth by internal or organic 
capital investment. From time to time, companies have preferred 
the external means of growth through acquisitions to internal 
growth. Indeed, mergers and acquisitions have tended to follow a 
historic pattern of 'waves' with periods of frenetic takeover activity 
punctuating periods of relative sedateness. 
The terms 'merger', 'acquisition' and 'takeover' are all part 
of the mergers and acquisitions pariance. In a merger, the 
corporations come together to combine and share their resources 
to achieve common objective. 
Whereas in an acquisition the acquired firm becomes the 
subsidiary of the acquirer. A 'takeover' is similar to an acquisition 
and also implies that the acquirer is much larger than the 
acquired. Where the acquired firm is larger than the acquirer, the 
acquisition is referred to as a 'reverse takeover'. Although the 
terms merger and acquisition are often used interchangeably, 
they have precise connotations in certain contexts, such as when 
acquirers choose which accounting rules to apply in consolidating 
the accounts of the two firms involved. 
The days of globalisation are in and there is a spate of 
mergers, acquisitions, restructuring which are sweeping the 
corporate worid. These terms can be defined as follows: 
Mergers - It is defined as a combination of two or more 
companies into a single company where one survives and others 
lose their corporate existence. The survivor acquires the assets 
as well as the liabilities of the merged company or companies. 
Generally, the company that survives is the buyer that retains its 
identity and the seller company is extinguished. Mergers in other 
words are defined as amalgamation. 
"The fusion of tvyo or more enterprises through direct 
acquisition by one of the net assets of the other or others. In a 
merger no new concern is created." Eric L.Kohler. 
Thus a merger entails combining of the two companies, 
where only one company survives and the other goes out of 
existence. The surviving company is known as the "Acquirer" 
while the defunct company is known as the "Acquired" or "Target" 
company. After the merger the target ceases to exist. Only the 
acquiring company continues its existence. The acquiring 
company may pay for the shares of the acquired company either 
in cash or by offering its own shares in exchange. 
It means combination of two or more companies into a 
single company where the owners of both the companies retain 
their identity or control over the merged company and continues 
to have control in the same proportion in the merged company. 
Acquisition - It is the purchase by one company of the 
controlling interest in the share capital of another existing 
company. An acquisition may be affected by: 
"An acquisition is said to occur if one corporation buys 
either assets, net assets (assets - liabilities) or stock of another 
corporation." Robert N.Anthony 
In an acquisition the acquirer can buy the assets by an 
agreement with the management or the shareholders. The stock 
of the corporation can be bought either from the open market or 
by an agreement with the above mentioned parties. 
Takeovers- "A series of transactions whereby a person 
(individual, group of individuals or company) acquires control 
over the assets of a company, either directly by becoming the 
owner of those assets or indirectly by obtaining control of the 
management of the company." 
From the above definition we can see that there is not 
really much difference between an acquisition and a takeover. 
The main point of difference between the two is the element of 
willingness on part of both, the buyer and the seller, taking part in 
the transaction. In an acquisition the seller's management is a 
willing partner to the combination of corporate entities, as 
opposed to a takeover, which is usually characterized by 
unwillingness and hostility. 
Acquisition and takeovers do not necessarily entail 
combination of companies. The companies remain independent 
and there is a change only in the control of the company. 
CONSOLIDATIONS- "The combination of two or more 
enterprises, accomplished by the transfer of net assets to a new 
corporation organized for that very purpose." Eric L.Kohler 
The combination of two companies in a consolidation leads 
to the formation of an entirely new company. A consolidation 
normally takes place between two organizations of the same 
size. 
AMALGAMATIONS- "A combination under a single head of all or 
a portion of assets and liabilities of two or more business units by 
merger or consolidation." Eric L.Kohler 
In an amalgamation, after the transaction, the 
amalgamated companies lose their existence and form 
themselves into a separate legal entity. 
It means two or more companies coming together and 
forming a new company and / or transfers the undertaking to the 
existing company where the amalgamating company loses its 
identity. 
Amalgamation and merger are different terms but as far 
as India is concerned same are considered as synonymous and 
used interchangeably. 
I have also considered both terms as one and the same. 
Consolidation Merger: 
It is basically a fusion of two existing companies into a new 
company .All asset; liability and stocks of the consolidating 
companies stand transferred to a new company. It involves a 
merger of a subsidiary company with its parent, Reasons behind 
such a merger are to stabilise cash flows and to make funds 
available to the subsidiary. 
Circular Combination: 
Companies producing distinct products seek amalgamation to 
share common distribution and research facilities to obtain 
economies by elimination of cost on duplication and promoting 
market enlargement. The acquiring company obtains benefits in 
the form of economies of resource sharing and diversification. 
The terms Merger, Acquisition and Take-over are all part of 
the M&A parlance. In a merger, the companies come together to 
combine and share their resources to achieve common 
objectives. The shareholders of the combining firms often remain 
as joint owners of the combined entity. An acquisition resembles 
more of an arm's-length deal, with one firm purchasing the assets 
or shares of another, and with the acquired firm's shareholders 
ceasing to be owners of that firm. 
In a merger, a new entity may be formed subsuming the 
merging firms, whereas in an acquisition the acquired firm 
becomes the subsidiary of the acquirer firm. 
OBJECTIVES OF THE STUDY 
Most diversified companies which indulge in long term 
strategic planning for the future, face many different courses of 
action, which they could possibly pursue. There is inevitably 
some element of trade-off between different alternatives. One 
such choice is between Mergers/Acquisitions and internal 
development to achieve growth. However while making the 
choice the basic strategy of the concern should be kept in mind. 
The long-term survival of any corporation depends on its 
continued ability to develop strength relative to its competitors. 
Success on achieving this strength depends on the ability to shift 
resources from well established mature businesses to newer and 
emerging activities with growth potential within this ongoing 
process of self renewal, the company must decide whether the 
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basic strategy of the organization would be more amenable for a 
shift of resources through Mergers and Acquisitions or through 
internal redistribution and development. The main objectives are 
as: 
1. To study the merger and acquisition in Indian scenario and 
recent developments. 
2. To study the reasons strategies benefits and managerial 
effectiveness of merger and acquisition. 
3. To study the planning, procedure to be adopted for merger 
and acquisition. 
4. To Study the process of valuation of firms basic used for 
exchanging ratios and accounting aspects of merger. 
5. To study the post merger the organization of selected units. 
So, the whole study aims at the following objectives: 
i) Opportunity for growth 
ii) Need for faster growth 
iii) Access to capital and brand 
iv) Gaining complementary strengths 
v) Acquire new customers 
vi) Need to enhance skill sets 
vii) Expand into new areas 
viii) Widen the portfolio of addressable market 
RESEARCH METHODOLOGY 
For proposed study, the primary and the secondary 
information have been collected. The nature of study is such that 
the researcher has to depend mainly on secondary data which 
has been collected from publications, records & reports, selected 
companies & institutions on Mergers and acquisitions with the 
practices adopted by different firms, type of merger adopted, 
valuation from all perspectives, accounting methods adopted. 
An attempt has been made to arrive at certain conclusion 
and to make appropriate suggestions so that the role of mergers 
& acquisitions in the globalisation of the Indian economy may 
prove to be glorious in the coming years. 
HYPOTHESIS 
The work is essentially based on secondary sources, hence 
hypothesis are being tested by using published materials. 
Studies have attempted to relate merger activity to the 
business cycle measured by industrial production, stock prices 
and trading business incorporation's, interest rates, and so on. 
The findings of these studies are that merger activity is cyclical 
and roughly coincident with stock price movements. The peak of 
M&A activity tends to precede the peak in the general business 
cycle, and increases in interest rages precede declines in M&As. 
Based on these associations hypotheses of merger timing are 
formulated. 
1. Mergers are used to increase capacity immediately to get into 
an expanding market. 
2. Mergers are a less risky alternative to purchasing new plants 
and equipment. 
3. Expectation difference between shareholders and outsider 
increase during periods of rising stock prices resulting in an 
assessment of under valuation by outsiders 
4. Management optimism during economic upturns is expressed 
in increased merger activity. 
5. Since acquiring firms relay heavily on borrowed funds, 
increases in interest rates affect merger activity adversely. 
REVIEW OF LITERATURE 
In the presence of the above objectives of the "Role of 
Mergers and Acquisitions in the globalisation of the Indian 
economy", the researcher has surveyed the bibliography of 
several books, journals. News paper Magazine, dissertations and 
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are undertaken by companies to achieve certain strategic and 
financial objectives. 
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business" he has discussed the trends of Gross-border takeover 
activity. 
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involved in implementation and use of ESOPs an SEBI's 
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Trompenanars, Pons (2003) "Business across cultures", he has 
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consumer in a country. 
Verma, J. C. (1977) " Bharat Publishing House Corporate 
mergers. Amalgamations and takeovers" he has discussed the 
corporate bids & defences in takeovers, procedure for mergers 
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On the basis of above literature, it can be easily summed 
up that through there are a lot of book, reports, statements, case 
studies and articles on the sub subject, yet these can not be 
considered as sufficient material for purposeful analyses. 
My work to present" The role of M & A in the globalization of the 
Indian economy" can be considered as an addition to what is 
already available on the subject. 
LIMITATIONS 
Possible precautions and efforts were made to ensure the 
validity of the research however the study was limited in its 
scope. A work of the nature requires an extensive study of the 
available literature but the purity of literature is a great 
impediment in this respect. 
No merger can be successful if strategic synergies are 
missing. No matter how strong the motivation, if the companies 
have entirely different products, markets, systems and cultures, 
the merger is doomed to be failure. 
Due to non-availability of fund and time, the researcher 
visited only Aligarh and New Delhi for the collection of data. 
Therefore, its finding may not hold true for the whole Indian 
economy. 
Hence, the study has been conducted on under several 
limitations, still researcher is confident that the conclusion drawn 
would be fruitful and able to provide a useful base for the 
success of mergers ad acquisitions in the Indian economy. 
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DESIGN OF THE STUDY 
The main emphasis of this research work has been given to 
evaluate the role of mergers and acquisitions in the Indian 
economy in total there are seven chapters to analyze the present 
research work chapter are presents the introductory framework of 
the study & second on chapter are presents the introductory 
framework of the study & second on "merger strategy" In chapter 
three discussion has been made on "legal framework" whereas 
chapter four evaluates the" valuation measures and acquisitions". 
The main emphasis has been given to conceptual framework, tax 
aspects an financial analysis of M & A. 
Chapter five presents "SEBI's guidelines on M & A and 
chapter six is dedicated to "Case Study' which is main tool of 
evaluation the performance of mergers & Acquisitions. Last and 
final chapter seven deals with laying down "Conclusions and 
suggestions." 
In the next chapter research has made an emphasis on 
"Merger Strategy". 
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CONCEPTUAL FRAMEWORK 
History of M&A: 
In the ongoing scenario, when the stress is on 
globalisation, opening up of the economy, world wide 
competition, expanding markets, extending beyond the national 
frontiers, fast changing technologies, never ending need for 
finance, necessity for diversification and similar such situations, 
small is no longer beautiful in the fields of business, trade, 
commerce and developing economies of the nations. The stress 
now is on larger and bigger establishments/conglomerates to 
achieve more efficiency for standing up against global challenges 
and world in India and abroad, there is a 'merger' wave. Various 
establishments/banks, wide competition by availing of the 
economies of scale and one up man ship. Thus, all around 
multinationals and transnational are fast expanding by 
amalgamations, mergers and takeovers/acquisitions. In India 
there had been quite few mergers/takeovers like that of 
Hindustan Lever and tea companies, mergers of financial 
companies like SCICI Limited and ICICI Limited, buyout of 
Gujarat Gas by British Gas etc. There is thus greater need and 
enormous potential in India, particularly in the context of clear 
commitment to continue liberalizing the economy. There is 
increased focus on infrastructure development, which cannot be 
handled by small organisations commanding minor resources. So 
combinations, mergers, amalgamations, takeovers have become 
the order of the day. 
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In market-oriented economies, mergers and takeovers to 
be regarded as a major corporate preoccupation. M&A activity in 
the United States has long been described as occurring in 
waves. For example, the merger wave which began at the 19th 
century and an over into the beginning of the 20th created a large 
number of monopolies. The second merger wave which took 
place in the 1920s replaced monopolies with "oligopolies". After 
the second merger wave in the 20s, the government intervened 
strongly to discourage mergers, which could increase 
"concentration" or "market power". The third mergers wave of the 
60s avoided this legislation by creating "conglomerates". The 
fourth merger wave of the 80s saw the return to corporate 
specialization. Similar trends in mergers acquisitions have been 
witnessed in many other developed economies.^ 
With the accent on globalisation round, the numbers of 
cross-border mergers have increased dramatically over the last 
few years. The large scale privatization programs that are on 
anvil in the East European countries and in many of the 
developing countries and the formation of common markets like 
the single European market are some of the other factors which 
are bound to stimulate a larger merger wave In the 90s. 
Now, let us look at the Indian scenario. Has India remained 
insulated from the merger waves sweeping across the worlds? 
Well, it was so in the past. Given the regulatory framework with 
enactment's like the MRTP and the FERA which inhibited growth 
of large industrial houses and restricted the infusion of foreign 
capital in Indian industry, the tax policies which encouraged only 
some specific types of mergers, and the high entry and exit 
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barriers buiit into different industries, and the merger at a tow 
ebb. Having said that, we must add this scenario is currently 
undergoing a sea change, thanks to the several far-reaching 
measures of liberalization and globalisation initiated by the 
government. With foreign companies being invited to invest in 
India; projectionist tariff walls being progressively demolished; 
fetters on the growth of large business houses being removed; 
the gateway to competition being opened up in almost every 
sector of the Indian economy; and infusion of private capital 
being encouraged in many industries hitherto reserved for the 
public sector, the government has made the domestic companies 
realize that there is going to be more competition than ever 
before in the Indian market. One of the consequences of such 
realization is the large scale corporate restructuring that has 
started through a spate of mergers, acquisitions, strategic 
alliances and divestitures.^ 
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HOW TO ACQUIRE A COMPANY? 
Ideal Target Companies Have 
The Following Characteristics 
Attack Strategies for Predator 
Companies 
• Cash rich under performers 
• Potential turnarounds 
• Low promoter holdings 
• Under valued assets 
• Acquire shares of a target 
slowly 
• Buy shares via group 
companies 
• Price offer will mop up stake 
• Plan disposal of shares if bid 
fails 
Warning Signals for Targeted 
Companies 
Defense Strategies 
Targeted Companies 
for 
• Abrupt changes in the share 
price 
• Sudden rise In the share prices 
• Share transfer to same owner 
• Disclosure of 5% acquisition 
• Gradually consolidate holdings 
• Sell and lease back assets 
• Refuse to register transfer 
• Invite help from white knight.* 
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White knights are companies to which the company can be 
offered for takeover. They are in general regarded as friendly to 
the company. White squires are those that help and even 
arrange for the sale of the company. Hostile companies 
attempting takeovers are referred to as black knights. 
Greenmailing is the process of buying back of shares to prevent 
hostile takeovers.^'' 
GROWTH OF M&A 
The motives for mergers and acquisitions are complex and 
present problems of classification. Often there is not a single 
reason for a takeover, but rather a number of reasons. 
1. Synergy: Synergy is a concept by which two firms combine 
and increase their value; 
in other words, Vab = Va + Vb + X 
Vab = Value of combined firm 
Va = Value of acquiring firm A before merger 
Vb = Value of target firm B 
X = Present value of cash benefits resulting from merger. 
If X is positive, the merger makes economic sense; if x is 
negative the merger makes no economic sense. Synergistic 
gains are possible from a number of sources, I can group under 
two main categories -
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i) Operating on real synergies can arise from 
economies of scale, marketing of distribution 
efficiencies, reduced workforce possible through 
reorganization, bringing into operation unutilized 
patents, amalgamation of related specialist R&D 
personnel and etc. 
ii) Financial synergies are possible largely from interest 
rate differentials, tax shelter, tax rate differentials etc. 
2. Growth: A reason for acquiring another company is to sustain 
growth. The acquiree may be in a growth sector, which seems 
attractive to the acquirer. In addition it may well be cheaper to 
acquire growth rather than to develop into new areas. 
3. Acquisition of specific assets: The acquisition of a specific 
asset or access to an asset is also often a reason for mergers 
e.g. a manufacturer may decide to integrate vertically in order 
to secure a source of raw materials. The acquiree may also 
have a specific asset such as good management team or good 
research and development facilities that may be utilised more 
efficiently and effectively. 
4. Acquiring assets at a discount: The aim of acquiring assets 
at a discount is to obtain a going concern cheaply. The basis of 
this approach is that the acquirer knows better than the 
acquiree the real value of assets. The acquiree may posses 
valuable land or freehold property that might stand in the books 
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at depreciated historical cost, which underestimates its current 
replacement value. The acquirer might purchase the company 
and sell off its valuable assets. Another motive might be to 
acquire an unprofitable company, close down the loss making 
activities and sell off the profitable sectors in hope of making a 
gain. The basis of acquiring assets at a discount is that existing 
management is somehow inefficient in utilising its assets. 
5. Acquiring market share: Increased market share leads to 
high profitability. This motive is closely aligned to the 
economies of scale argument, since increasing market share 
usually entails a higher level of production, economies will be 
achieved and learning effects will assist in decreasing unit 
costs. 
6. Taxation: A high rate of taxation could be one of the motives 
for the merger of two companies. Tax benefits accruing from 
the mergers encourage a lot of mergers of viable companies 
with non-viable companies. Another tax motivation would exist 
for shareholders of selling company. Exchange of the share at 
high-level premium to the shares of the acquiring company will 
not attract the capital gains tax or the ordinary income tax. 
7. Diversification: In conglomerate mergers, the acquiring 
company and the acquired company are unrelated in their 
business. It may lead to increased returns or lower financial 
risk. The reduction of risk is dependent on the correlation 
between the earnings of the two companies i.e. the acquiring 
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company and the target company. A negative or a low positive 
correlation is desirable. 
8. Managerial motives: Management of some companies are 
ambitious to have more control, power and prestige. Managers 
sometimes wish to expand their enterprise, since their salaries, 
prerequisites and status often increase with size.^ '^  
THEORIES OF M&A 
Many theories have been advanced to explain why mergers and 
other forms of restructuring take place. Efficiency theories imply 
social gains from M&A activity in addition to the gains for 
participants. 
1. Differential efficiency Theory: The differential efficiency 
theory says that more efficient firms will acquire less efficient 
firms and realize gains by improving their efficiency; this implies 
excess managerial capabilities in the acquiring firm. Differential 
efficiency would be most likely to be a factor in mergers between 
firms related industries where the need for improvement could be 
more easily identified. 
2. Inefficient Management Theory: The related inefficient 
management theory suggest that target management is so inept 
that virtually any management could do better, and thus could be 
an explanation for mergers between firms in unrelated industries. 
The theory's main limitation is its implication that agency costs 
are so high that shareholders have no way to discipline 
managers short of costly merger. 
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3. Operating Synergy Theory: The operating synergy theories 
postulates economies of scale or of scope and those mergers 
help achieve levels of activities at which they can be obtained. It 
includes the concept of complementary of capabilities. For 
example, one firm might be strong in R&D but weak in marketing 
while another has a strong marketing department without the 
R&D capability. Merging the two firms would result in operating 
synergy. 
4. Financial Synergy Theory: The financial synergy theory 
hypothesis complementarities between merging firms, not in 
management capabilities, but in the availability of investment 
opportunities an internal cash flow. A firm in a declining industry 
will produce large cash flows since there are few attractive 
investment opportunities. A growth industry has more investment 
opportunities than cash with which to finance the. The merged 
firm will have a lower cost of capital due to the lower cost of 
internal funds as well as possible risk reduction, savings in 
flotation costs, and improvements in capital allocation. 
5. Pure diversification Theory: Pure diversification as a theory 
of mergers differs from shareholder portfolio diversification. 
Shareholders can efficiently spread their investment and risk 
among industries, so there is no need for firms to diversify for the 
sake of their shareholders. Managers and other employees, 
however, are at greater risk if the single industry in which their 
firm operates should fail their firm specific human capital is not 
transferable. Therefore, firms may diversify to encourage firm 
specific human capital investments which make their employees 
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more valuable and productive, and to increase the probability that 
the organization and reputation capital of the firm will be 
preserved by transfer to another line of business owned by the 
firm in the event its initial industry declines. 
6. Theory of Strategic Alignment: The theory of strategic 
alignment to changing environments says that mergers take 
place in response to environmental changes. External 
acquisitions of needed capabilities allow firms to adapt more 
quickly and with less risk than developing capabilities internally. 
/.Undervaluation Theory: The under valuation theory states 
that mergers occur when the market value of target firm stock for 
some reason does not reflect it true of potential value r its value I 
the hands of an alternative management. The q-ratio is also 
related to the under valuation theory. Firms can acquire assets 
for expansion more cheaply by buying the stock of existing firms 
than by buying or building the assets when the target's stock 
price is below the replacement cost of its assets. 
S.Signaling Theory: Theories other than efficiency include 
information and signaling agency problems and managerialism, 
free cash flow, market power, taxes, and redistribution. The 
information or signaling theory attempts to explain why target 
shares seem to be permanently revalued upward in a tender offer 
whether or not it is successful. The information hypothesis says 
that the tender offer sends a signal to the market that the target 
shares are undervalued, or alternatively, the offer signals 
information to target management, which inspires them to 
implement a more efficient strategy on their own. Another school 
holds that the revaluation is not really permanent, but only 
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reflects the likelihood that another acquirer will materialize for a 
synergistic combination. Other aspects of takeovers may also be 
interpreted as signals value, including the means of payment and 
target management's response to the offer. 
9. Agency Theory: Agency problems may result from a conflict 
of interest between managers and shareholders or between 
shareholders and debt holders. A number of organization and 
market mechanisms serve to discipline self serving managers, 
and takeovers are viewed as the discipline of last resort. 
Managerialism, on the other hand, views takeovers as a 
manifestation of the agency problem rather than its solution. It 
suggests that self-serving managers make ill-conceived 
combinations solely to increase firm size and their own 
compensation. 
10. Hubris Theory: The hubris theory is another variant on the 
agency cost theory; it implies acquiring firm managers commit 
errors of over optimism (winner's curse) in bidding for targets. 
H.Jensen's Free Cash Flow Theory: Jensen's free cash flow 
hypothesis says that takeovers take place because of the 
conflicts between managers and shareholders over the payout of 
free cash flows. The hypothesis posits that free cash flows (that 
is, in excess of investment needs) should be paid out tP 
shareholders, reducing the power of management and subjecting 
managers to the scrutiny of the public capital markets more 
frequently. Debts for stock exchange offers are viewed as a 
means of bonding the mangers. Promise to pay out future cash 
flows to shareholders. 
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12. Market Power Theory: Market power advocates claim that 
merger gains are the result of increased concentration leading to 
collusion and monopoly effects. Empirical evidence on whether 
industry concentration causes reduced competition is not 
conclusive. There is much evidence that concentration is the 
result of vigorous and continuing competition which causes the 
composition of the leading the leading firms to change over time. 
13. Tax Effects Theory: Tax effects can be important in 
mergers, although they do not play a major role in explaining 
M&A activity overall. Carry over of net operating losses and tax 
credits, stepped up asset basis, and the substation of capital 
gains for ordinary income (less important after the Tax Reform 
Act of 1986) are among the tax motivations for mergers. Looming 
inheritance taxes may also motivate the sale of privately held 
firms with aging owners. 
A final theory of the value increases to shareholders in 
takeovers is that the gains come at the expense of other 
stakeholders in the firm. Expropriated stakeholders under the 
redistribution hypotheses may include bondholders, the 
government (in the case of tax savings), and organized labour.^ 
CULTURAL ISSUES OF THE MERGERS 
Corporate culture is an important factor in a merger of two 
organizations. Culture includes the values, symbols, legend, 
myths, metaphors and accepted operation methods shared by a 
significant number of the organizations' members. Behind the 
attempt to increase competitive advantage, to achieve 
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efficiencies of scale, to boost stock price, and to cut costs, the 
human factor is very important. Mergers and acquisitions affect 
every employee. When a company merges there is always 
turmoil and confusion for the workforce as employees try to sort 
out pay, benefits, severance package, cultural issues and so on. 
Corporate culture plays an important role in mergers as it 
has an impact on the motivation of the workforce and therefore 
on the efficiency of the whole company. Well managed mergers 
of different corporate cultures can even provide more opportunity 
for people to reach their highest potential and take added 
responsibility, but there are also some pitfalls that have to be 
avoided and which may result from the differences in the 
organizations. Compatibility of the respective organizational 
cultures has an influence on the success of the merger. 
Understanding the Environment 
This section seeks to look at the environment, which 
includes the regulations and the regulators, the shareholders and 
the stakeholders. 
Bulk acquisitions of shares and takeovers are presently regulated 
by Clauses 40-A and 40-B and by SEBI (Substantial acquisition 
of shares and Takeovers) Regulation, 1997, promulgated on 20th 
February'1997(19) 
HOW TO GO ABOUT A MERGER 
This section focuses on what steps can the management of 
a company take to analyze a prospective acquisition with 
perspective ness and sound judgment, probing behind the 
seemingly attractive facade, which is often created by a deft 
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corporate make-up artist? How can management keep 
merging for the wrong reasons? And how can it foresee whether 
this company or that will mesh harmoniously with it's own growth 
pattern? 
There is no simple answer. Each merger possibility is 
unique and should be considered on it's own merits. But there 
are certain key considerations that apply to virtually every 
merger. They may not guarantee success. But taking full 
cognizance of them will help immeasurably. The ten factors listed 
below take into consideration both the hits and misses. The first 
four factors are of critical nature and apply to all mergers .If any 
one of them is violated; the chances of a successful wedding are 
virtually nil. Hence these have been named must factors. 
There are numerous factors, which a management has to 
keep in view while going for a merger: -
1. Pinpoint the objectives: Goal definition is an important factor 
that determines the success of a merger negotiation. Goals 
could be increased earnings for the stockholders of both 
companies, to improve further the market diversification of net 
income, to upgrade, while increasing total sales, the balance 
between government and commercial business etc. Goals 
should be continuously reassessed and kept up to date. 
2. Specify gains for owners: Even where both companies are in 
black, the merger will stand small chance of coming off 
successfully unless definite values are exchanged to produce 
the desired synergistic effect. The top management would 
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analyse the two-way benefits in depth and describe them in 
detail in early stage of negotiation. 
3. Check management ability: The most important corporate 
asset is good, skilled, experienced and loyal management. 
Also three characteristics of company's able executives are 
unusually high degree of motivation, energy and intelligence. 
Not all successful executives have all three, but few have less 
than two. Competence should be compatible with the needs of 
acquiring company's management. 
4. Seek a good fit: Some top managements search for a non-
existent perfect match that they miss out on prime 
opportunities along the way. In mergers the trick is to come up 
with the maximum number of fits you can, measure the 
potential gains against the risk involved and move decisively 
when the time is right. 
5. Involve the headman: The biggest reason for failure of 
mergers is the failure of a company's chief executive to take an 
intense, direct and continuing interest in the company being 
acquired. The President's participation does not cease when 
the right company is located and the merger deal 
consummated. After agreement has been signed, it is the 
President's job to get the wheels moving and keep them 
moving to start the cross-pollination of ideas and to convert 
hopeful thinking to profitable action. 
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6. Define your business: Unnecessary and unrelated 
diversifications lead to failures. Company should know which 
business it is in and how deeply it wants to be involved. 
7. Analyse the performance factors: Different variables 
predicting the performance of acquired company should be 
analysed. Certain parameters related to strategy and planning 
of the acquired company, finance, physical assets, 
management and personnel, marketing etc. should be defined 
in details. 
8. Face problems early: The merging companies' management 
should anticipate as many major problems as possible, to set 
them on the table for both parties to digest and jointly hammer 
out a practical and mutually acceptable plan for coping with 
each issue. The differences should be ironed out in the early 
stages. 
9. Make the right advances: A strategy should be devised to 
time the merger. Also the price of the merger should be arrived 
at after telling the acquired company the advantages accruing 
to it from the merger. When approaching a company, the first 
essential talk is to pinpoint the right person to be contacted and 
then making the desired contact with him. 
10.Absorb people with care: Any employee of the company, 
who is being effected in any way by the merger, should be 
disseminated information about the advantages of the merger 
by any medium possible. The most important asset of any 
company is its people. So they should be handled with care. 
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Their prestige should be kept intact, as it is the employees who 
keep the company aggressive, inspired and dynamic.^ 
CORPORATE RESTRUCTURIN(3 
The term 'Corporate Restructuring' is used to describe any 
significant change in the capital structure, in the operations or in 
the ownership of a firm, which is outside the ordinary course of its 
business. Examples include, transfer of controlling interest in a 
business, a transfer of the assets and liabilities of a company to 
another company and the transformation of a business entity into 
a limited partnership from of business organization. In each of 
these instances there has been a major change in one of the 
following: 
• Pattern of Ownership 
• Profile of Assets and Liabilities 
• Legal Structure. 
Of course, we can also think of a number of other 
transactions, which can be classified as a form of Corporate 
Restructuring. Forms of Corporate Restructuring are mergers, 
acquisitions, takeovers etc. 
Merger is a combination of two or more companies into one 
company. It may involve either absorption or consolidation. A 
merger in which one of the companies loses its identity and the 
assets and liabilities of this company are taken over by the other 
(acquiring) company is referred to as Absorption. A merger in 
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which all the participating companies go out of existence to from 
a new company is referred to as Consolidation. 
Acquisition (tender offers) involves the transfer of controlling 
interest in a company from one management group to another. 
Typically it involves the bidding company making a tender offer 
directly to the shareholders of the target company. The tender 
offer is an offer to purchase the shares of the target company at 
a fixed price per share from shareholders of the target to sell their 
shares, the tender price is usually set significantly above the 
current market price. Use of tender offer allows the acquiring 
company to bypass the management of the company it wishes to 
acquire. The term 'takeover' is also used to refer to this 
process.^^ 
Various form of Corporate Restructuring 
M & A is a generic term used to mean many different types 
of corporate restructuring exercises. The various form of corporate 
restructuring can be summarised under three heads: 
I. Expansion: -
• iVIerger or amalgamation 
Two companies are independent. Within past 2 years one 
company cannot have owned 50% of another the acquisition 
should be a single step transaction. The consideration should 
be in shares. 90% of shareholders of the target company 
should remain. No disposal of significant part of business within 
2 years. 
. Takeovers/Acquisitions 
Gaining control of the utilisation of corporate assets and 
resources. This can be done either by taking control through 
share holding or by purchase of the asset itself. The 
accounting treatment differs depending upon the method of 
takeover. 
II. Sell off: -
• Spin offs 
A Company distributes all the shares It owns in a subsidiary 
to its own shareholders implying creation of two separate 
public companies with same proportional equity ownership. 
Sometimes, a division is set up as a separate company. 
• Split ups 
Parent company has many 100% or near 100% 
subsidiaries. Each of them is spun off as a public company. 
III. Changes iivownersftip: -
• Equity carve out 
A parent has substantial holding in a subsidiary. It sells part 
of that holding to the public. "Public" does not necessarily 
mean shareholders of the parent company. Thus the asset 
item "Subsidiary Investment" in the balance sheet of the 
parent company is replaced with cash. 
Parent company keeps control of the subsidiary but gets 
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cash. This may be the first stage of a two-stage divestment 
transaction. 
• Leveraged buy out 
A party is interested in buying out the stake in a company 
but lacks financial resources It forms a team of banks who 
are willing to fund the idea. The team structures the deal 
after discussions with the company. 
The deal structure involves the following steps: 
• The sponsor of the idea forms a shell company. 
• The only asset is cash. 
. The debt-equity ratio is high. 
• It is not listed. 
. Shell Company purchases the shares from existing 
shareholders of the target mostly paying for in cash. 
• Target and shell company merge. 
• Target is thus de-listed. 
. The merged company is tightly managed for cash. 
. All debts are repaid in short period of, say, 1-5 years. 
. Sponsor takes the company public again, sells his 
stakes at a profit and exits.30 
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FUNDING OF M&A ACTIVITY IN INDIA 
Funding requirements could arise in the case of either an 
acquisition or a defence deal. Acquisitions could be negotiated or 
hostile. Negotiated takeovers could further be divided into those 
involving purchase of the equity stake of the shareholders and 
those, which involve purchase of an asset alone, without any 
acquisition of shares. 
Defence mechanisms could be broadly divided into two 
categories -those prior to a bid having been made (preventive 
defence) and those, which are adopted by the company after a 
bid has been made for it (reactive defence). Preventive could 
take the form of raising the promoter's stake through a creeping 
acquisition of shares by the promoter Reactive defence could 
take the form of the promoter making a counter offer, a white 
knight making a counter bid for a company, garnering the support 
of financial institutions for the existing management or a 
combination of these three. 
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A synopsis of the type of funding requirement is as follows; 
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Figure: Categories of M «& A funding transactions 
Funding of an acquisition 
Source: www.mergers.net 
Conclusion: 
In this chapter mergers and acquisitions have been placed 
in the brander contact of a company's corporate and business 
strategies. 
An analytical framework for a strategic analysis of 
acquisitions has been provided. Using the models derived from 
this framework, acquirers can develop the acquisition criteria, 
which potential targets must satisfy. 
The chapter has been concerned with the hard analysis of 
quantifiable economic and financial aspects of acquisitions. 
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M&A offers tremendous opportunities for companies to grow and 
add value to shareholders' wealth. M&A is a strategy for growth 
and expansion. M&A increase value and efficiency and thereby 
increase shareholder' value. 
In the following chapter an attempt has been made to tax 
aspects of M&A through Legal framework. 
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DEFINITIONS OF AMALGAMATION UNDER VARIOUS 
STATUTES 
Definition of amalgamation under various laws: -
i) Under The companies Act, 1956, 
ii) Under Income tax Act, 1961 
iii) Under AS-14 
Under the Companies Act, 1956 
The act does not specifically define, but prescribes 
features of transactions which would qualify for procedure under 
the act for effecting, amongst others, an amalgamations, 
reconstruction of Sections 390, 391 & 394 are stated as follows: 
Sec 390: expression "arrangement" includes a 
reorganization of the share capital of the company by 
consolidation of shares of different classes, or by division of 
shares into share of different classes or by both those methods 
Sec 391: specifies the power to make compromise or 
arrangement with creditors and members, & where such 
compromise or arrangement is proposed between a company & 
its creditors or any class of them or between a company and its 
members or any class of them 
The court may on the application of the company Or of any 
creditor or member of the company, Or in case of the company 
which is being wound up of the liquidator, order a meeting of the 
creditors or class of creditors, or of the members or class of 
members, as the case may be, to be called, held and conducted 
in such a manner as the court directs. 
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Sec 394: provisions for facilitating reconstruction and 
amalgamation of companies. 
Under the Income Tax Act, 1961 
SEC 2(1) DEFINES AMALGAMATIONS AS UNDER: -
In relation to companies means, merger of one or more company 
with another company or merger of two or more companies to 
form on company. In such a manner that: -
• All the properties of the amalgamating company become 
that of the amalgamated company by virtue of 
amalgamation. 
• All liabilities of amalgamating company become that of the 
amalgamated company. 
• Shareholders not holding not less than three - fourths in 
value of the shares in the amalgamating company or 
companies (other than the shares already held therein 
immediately before amalgamation. By, or by a nominee for 
the amalgamated company or its subsidiary) become 
shareholders of the amalgamated company by virtue of the 
amalgamation. ^ 
Under ACCOUNTING STANDARD 14: 
Amalgamation is in the nature of any of the following: -
(a) Merger 
(b) Purchase 
41 
An Amalgamation would qualify to be in the nature of 
Merger if all the conditions stated in the standard are satisfied. 
Even any one condition is not satisfied; it will be treated in the 
nature of purchase. 
All the assets & liabilities of the transferor company 
become, after amalgamation, the assets & liabilities of the 
transferee company. 
Shareholders holding not less than 90% of the face value of 
the equity shares of the transferor company (Other than the 
equity, shares already held therein, immediately before the 
amalgamation, by the transferee or its subsidiaries or their 
nominees) become equity shareholders in the transferee 
company by virtue of amalgamation. 
Amalgamation consideration receivable by those 
shareholders of the transferee company. Who agree to become 
equity shareholders of the transferee company is discharged by 
the transferee company Wholly by the issue of equity shares in 
the transferee company. Except that cash may be paid in respect 
of any fractional shares. 
After amalgamation the transferee company must intend to 
continue the business of the transferor company. 
No adjustments are intended to be made to the book values of 
the assets and liabilities of the transferee company. When they 
are incorporated in the financial statements of the transferee 
company except to ensure uniformity of accounting policies. 
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Comparative definition of amalgamation under various laws: 
It will be interesting to note from above that there are 
substantia! differences between definition as given under various 
laws. The companies .Act definition is widest definition and cover 
all types of restructuring. Definition under Income Tax act and AS 
14 is also quite different and various differences are listed below: 
I) Under Income Tax act, now after amendment in the 
Budget, the only 75% of shareholders of Transferor Company 
should become shareholders of transferee company which under 
AS 14 requirem^pts is 90%. 
II) AS 14 requires consideration to be discharged in the 
form of equity shares only. While The Income tax Act allows 
discharge of consideration by way of equity or preference. 
III) AS 14 requires that business of the Transferor 
Company must be continued, while there is no such 
requirements under the income tax Act. 
IV) As 14 does not allow any adjustment to be done to book 
value of assets taken over, but there is no such requirements 
under the income tax Act. 
43 
Methods of Consummating Transactions 
Purchase of Assets 
The acquiring institution buys all or a portion of the assets 
of the acquired organization, using either cash or it's own stock. 
The acquired institution distributes the cash or stock to its 
shareholders in the form of liquidating dividend and the acquired 
organization is then dissolved. 
Purchase of Stock 
Cash may be used to settle wither type of merger 
transaction A stock transaction, it has the advantage of not being 
subject to taxation until the stock is sold while cash payments are 
usually subject to immediate taxing. 
Selecting a Suitable Merger Partner 
Merger is beneficial if it increases shareholder value or, 
more simply, increases the market value of the common stock. 
Market value is the net present value of the dividend stream 
discounted by the opportunity cost of capital. Market value will 
increase if either dividend stream increases, or opportunity cost 
of capital decreases. 
A post-merger earnings per share (EPS) is major criteria 
used to evaluate merger candidates. If resulting EPS is higher, 
ppr) rnarKet should value the stock more highly, once Merger is 
consummated.^^ 
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L E G A U STATUTORY APPROVALS 
The process of mergers or amalgamations is 
governed by sections 391 to 394 of the Companies Act, 
1956 and requires the following approvals: -
Shareholder approval 
The shareholders of the amalgamating and the 
amalgamated companies are directed to hold meetings by the 
respective High Courts to consider the scheme of amalgamation. 
The scheme is required to be approved by 75% of the 
shareholders, present and voting, and in terms of the voting 
power of the shares held (in value terms). 
Further, Section 395 of the Companies act stipulates that 
the shareholding of dissenting shareholders can be purchased 
provided 90% of the shareholders, in value terms, agree to the 
scheme of amalgamation. In terms of section 81 (lA) of the 
Companies Act, the shareholders of the "amalgamated company" 
also are required to pass a special resolution for issue of shares 
to the shareholders of the "amalgamating company". 
Creditors/Financial Institutions/Banks approval 
Approvals from these are required for the scheme of 
amalgamation in terms of the agreement signed with them. 
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High Court approvals 
Approvals of the High courts of the States in which 
registered offices of the amalgamating and the amalgamated 
companies are situated are required. 
Reserve Bank of India approval 
In terms of section 19 of FERA, 1973 Reserve Bank of 
India permission is required when the amalgamated company 
issues shares to the nonresident shareholders of the 
amalgamating company or any cash option is exercised. 
SEBI's Takeover Code for substantial acquisitions of shares 
in Listed companies 
In India takeovers are controlled on 4th November 1994, 
SEBI announced a take-over code for the regulation of 
substantial acquisition of shares, aimed at ensuring better 
transparency and minimizing the occurrence of clandestine 
deals. In accordance with the regulations prescribed in the code, 
on any acquisition in a company, which makes acquirer's 
aggregate shareholding exceed 15%, the acquirer is required to 
make a public offer. The take-over code covers three types of 
takeovers-negotiated takeovers, open market takeovers and 
bailout takeovers.^^ 
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TAX ASPECTS / BENEFITS UNDER THE INCOME 
TAX LAW. 
Definition 
Out of the various terms concerning combinations and 
acquisition, only the term 'amalgamation' has been defined under 
the Income-tax Act, 1961 in section 2 (IB). The salient aspects 
emerging from this definition are as under: 
• All the amalgamating entities should be companies 
within the meaning of section 2(17) of the Act. 
• All the properties and all the liabilities of the 
amalgamating company or companies immediately 
before the amalgamation should become the property 
and liabilities of the amalgamated company. 
• Shareholders holding not less than nine-tenths in value 
of the shares in the amalgamating company (other than 
shares already held therein immediately before the 
amalgamation by the amalgamated company or by its 
nominee or by its subsidiary) should become 
shareholders of the amalgamated company. 
• The property should be obtained, the liabilities should be 
taken over and the shareholders in one company should 
become shareholders of another company by virtue of 
amalgamation and not as a consequence of: 
a) Purchase of property of one company by another 
company; 
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b) Distribution of property by a company being would up to 
another company. 
The foregoing account would show that the definition as 
contained in sub-section (1B) of section 2 is narrower than the 
ordinary meaning of the term 'amalgamation'. 
Taxation aspects 
When companies amalgamate/merge or are taken over a 
number of issues having tax implication arise, the IT Act, 
however, specifically deals with the concept of amalgamation. 
The object sought to be achieved with the assistance of tax 
benefits as originally contemplated is to facilitate merger of 
uneconomic units (companies) with other financially sound 
companies to ensure proper utilization of national assets and 
employment force and in the process avoid unemployment and 
waste of resources by closure of financially weak but otherwise 
viable units. Though the new clause (1B) [clause (1A) when 
introduced] of section 2 corresponded to the definition in the 
Explanation to section 33(3), as it then stood, it was made clear 
that the tenn 'amalgamation' included not only the merger of tow 
or more companies to form one company but also the merger of 
one or more companies with another existing company. Again, 
the then existing definition of the term 'amalgamation' in the 
Explanation to section 33(3) contained a condition that 
shareholders holding not less than nine-tenths in value of the 
shares in the amalgamating company should become 
shareholders of the amalgamated company by virtue to the 
amalgamation. This condition excluded from the purview of the 
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temi 'amalgamation' the case of a merger of a subsidiary 
company with its parent company in as much as, upon such 
merger, the above, provides that, in computing the nine-tenths in 
value of the shares for the purposes of this provision, the shares 
already held by, or by a nominee for, the amalgamated company 
or its subsidiary in the amalgamating company immediately 
before the amalgamation, will be excluded. Because of this 
situation, the specific provisions relating to merger of subsidiaries 
in Explanation to section 33(3) that amalgamation would include 
merger of a subsidiary company in the holding company is held 
by the holding company or its nominees became superfluous and 
hence was omitted. 
The important aspect in amalgamation is that in 
amalgamations the assets are transferred, by what is described 
as the amalgamating company in section 2(1 B) to the 
amalgamated company, without any payment to the said 
amalgamating company. In actual fact, the assets belong to the 
shareholders of the amalgamating company. The effect of the 
amalgamation is that the assets come to the amalgamated 
company, which in turn, issues a fresh share capital to the 
amalgamated company is involved In the amalgamation as far as 
the amalgamated company is concerned. [See the decision in 
CIT V. Bharat Development (p) Ltd., (1962) 135 ITR 466 (Del.)]. 
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The following issues concerning taxation liability arise for 
consideration when amalgamations/mergers are affected: 
i) Taxation liability of amalgamating company 
Normally, the scheme provides the date of the coming into 
force of the amalgamation. Hence the amalgamating company 
should be assessable on profits only up to the date when it had 
its own existence. But the amalgamation becomes effective only 
from the date of its sanction by the High Court under section 394 
of the Companies Act. There has been divergence of view in 
judicial thinking on this matter. The Madras HC in its decision in 
the case of United India Life Assurance Co. LTD, v CIT, (1963) 
49 IT 965 [subsequently followed in Marshall Sons & Co. India 
Ltd. V. ITO, (1992) 195 ITR 417] has taken the view that there is 
no transfer from the date fixed in the scheme and amalgamating 
company continues as an independent entity during the period up 
to which the High Court's sanction is received and is taxable on 
its income during the said period. 
However, the other view, which seems to be correct and a 
reasonable view, is that the approvals cannot postpone the date 
of amalgamation considering the fact that court generally 
approves the amalgamation from the date mentioned in the 
scheme i.e. from the appointed date. Moreover for the purposes 
of income tax, what is crucial is the date on which the assets and 
liabilities vest in the amalgamated company. Accordingly, the 
appointed date on which the assets and liabilities vest in the 
amalgamated company is the actual date of amalgamation and 
the income up to that date only is taxable in the hands of 
amalgamating compafvvL This view has been taken by the 
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Bombay Bench of the iTAT in the case of CIT v. Swastik Rubber 
Products Ltd. Application of the IT Department under section 256 
(2) of the IT Act in this case was not accepted by the Bombay HC 
and SLP against that order was dismissed by the High Court [see 
140 ITR 304 & 140 ITR (St.2) for the Supreme Court's order]. 
However it would be advisable to mention the appointed date in 
the scheme of amalgamation to avoid controversy in this regard 
as in the first case before the Madras, HC no particular date was 
mentioned in the HC's order. Hence the court, during the course 
of hearing on the amalgamation matter should be requested to 
mention about the appointed date as given in the schemes of 
amalgamation in its order. 
ii) Previous year of the amalgamating company 
There would be no change in it (which would end on 31st 
March in the year in which amalgamation takes place even if the 
appointed date happens to be a date eariier to this date - say 
31st December). 
iii) Whether amalgamation involves transfer of capital assets 
Whether amalgamation involves 'transfer of assets' in 
temis of section 2(47) of the IT Act and whether a business 
undertaking could be considered as 'capital asset' in terms of 
section 2(14) is an important question. It has been held in 
decided cases that business is property and the undertaking of a 
business is a capital asset [see CIT v. Maugneeram Bangur & 
Co. (Land Development, (1965) 57 ITR 299 (SC)]. Likewise the 
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definition of 'transfer' in section 2(47) is very wide and includes in 
its ambit all types of movable and immovable properties including 
a business undertaking. Thus capital gains a rising from the 
transfer of a capital gains arising from the transfer of a capital 
asset are assessable under section 45. However, section 47, 
which deals with the transaction not considered a transfer, 
provides vide clause (vi) that any transfer, in a scheme of 
amalgamation, of a capital asset by the amalgamating company 
to the amalgamated c company, if the amalgamated company is 
an Indian company is not to be considered as a 'transfer' and 
hence not liable to tax as capital gains. 
iv) Liability of capital gain in the hands of the shareholders 
of the amalgamating company in regard to shares received 
from the amalgamated company 
There would, be no liability for tax on capital gains in such 
situation also in view of section 47(vii) which provides that 
allotment in such cases would not be considered as a 'transfer' 
and hence section 45 shall not apply in such cases. 
In a case where a company (amalgamated company) 
amalgamates with and merges into another company 
(amalgamating company) and the shareholders of amalgamated 
company are allotted shares in amalgamating company in their 
own right, shareholders of amalgamated company are not liable 
to tax under the head 'capital gains' because, apart from the 
express ex emption in section 47(vii), such amalgamation or 
merger does not also involve, within the meaning of section 
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2(47), a transfer, a sale an exchange, a relinquishment of the 
asset or the extinguishments of any rights therein. 
v) Cost of the assets taken over by the amalgamated 
company 
Under section 49(i){iii)(e) of the Income-tax Act, cost of 
acquisition of capital assets taken over by the amalgamated 
company from the amalgamating company under a scheme of 
amalgamation must be taken to be the same as the cost (or wdv) 
thereof of the amalgamating company. 
vi) Amalgamation does not result in any income in the hands of 
the amalgamated company. 
vli) Transferee company can continue proceedings in respect of 
income-tax assessment of the transferor company. 
viii) Depreciation aspects on amalgamation 
a) W.D.V. in the hands of the amalgamated company 
As far as the amalgamated company is concerned, the written 
down value of the block of assets acquired from the 
amalgamating company is the closing WDV at the end of the 
previous year preceding the previous year In which 
amalgamation takes place, hence to the extent of depreciation 
available to the amalgamated company in the year of 
amalgamation, these is a double deduction as a consequence of 
the aforesaid interpretation. 
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b) The general principle is that a successor is not entitled to set-
off unabsorbed depreciation of his predecessor [Indian Iron & 
Steel Co. Ltd. v.CIT, (1943) 11 ITR 328 (PC); Hindustan 
Aeronautics Ltd. v. CIT,(1984) 149 ITR 795 (Kar.)] Amalgamation 
being a case of succeeding, the unabsorbed depreciation of the 
amalgamation company cannot be set-off against the profits and 
gains of the amalgamated company. 
However, in view of section 72A and on satisfying the conditions 
laid down in that section and on compliance of the procedure 
prescribed therein, the amalgamated company can avail of the 
benefit of set off of unabsorbed depreciation, after amalgamation 
in its own assessment. 
ix) Investment allowance 
The investment allowance availed of by t he amalgamating 
company is not withdrawn on account of amalgamation in view of 
the specific exception in section 32A(6) of the IT Act. 
Section 32A(6) also provided that the balance of investment 
allowance, if any, carried fonward by the amalgamating company 
under section 32A(3) can be carried forward by the amalgamated 
company provided that the total period for which the balance of 
investment allowance can be carried forward in the assessments 
of the amalgamating company and the amalgamated company 
cannot exceed the period of eight year as specified in section 
32A(3). 
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x) Investment Deposit account 
Unlike section 32A(6), which provides that the investment 
allowance allowed to the amalgamating company will not be 
withdrawn on transfer of the assets to the amalgamated 
company, section 32AB does not have any such provision. In 
fact, in the CBDT'S circular explaining the provisions of section 
32AB, it is expressly stated that a provision similar to section 
32A(6) has not been made "because in the Indian context 
amalgamations usually arise infrequently and that too only to 
take care of losing concerns or as device for tax planning 
[Circular No. 461, dated 9.7.1968]. 
xi) Unabsorbed expenditure on scientific research 
In the hands of amalgamating company cannot be set off in 
the income computation sin case of amalgamated company. 
Unabsorbed scientific research expenditure carried forward 
under section 35(4) is attached to the company and not to the 
asset. Hence it lapses in view of the fact that it is a consequence 
of amalgamated itself and not sale or transfer pursuant to 
amalgamation. This option is also in line with the CBDT Circular 
NO. 5P dated 9.10.1967, Para 57.3 explaining the provisions of 
section 35(5). The circular states that by virtue of section 35(5), 
the amalgamated company will be allowed to carry forward the 
unabsorbed scientific research expenditure. 
Section 72 A benefit is also not available for such unabsorbed 
expenditure as section 72A covers only unabsorbed losses and 
depreciation and not unabsorbed scientific research expenditure. 
( Arc. No ^^] 
V 
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xii) Carried forward losses and their set off 
Section 72A provides that where there has been an 
amalgamation of a company owning an industrial undertaking or 
a ship with another company and the Central government, on the 
recommendation of The specified authority, is satisfied that 
certain conditions specified in this behalf are fulfilled, the Central 
government may make a declaration to that effect an thereupon, 
notwithstanding anything contained in any other provision of the 
Income-tax Act, the accumulated loss of the amalgamating 
company shall be deemed to be the loss or, as the case may be 
previous year in which the amalgamation was effected and the 
other provisions of the Act relating to carry forward and set off of 
loss and allowance for depreciation shall apply accordingly. It is 
to be noted that as the unabsorbed losses of the amalgamating 
company is deemed to be the loss for the previous year in which 
the amalgamation was effected the amalgamated company will 
have the right to carry forward the loss for a period of eight 
assessment years immediately succeeding the assessment year 
relevant to the previous year in which the amalgamation was 
effected. 
xiii) Expenses concerning amalgamation 
Such expenses have been held too not allowable as 
revenue expenditure. See Addl. CIT v. W.A. Beardsel & Co. Pvt. 
Ltd., (1981) 130 ITR 159 (Mad) and other decisions where similar 
view has been taken. The recent decision on this matter is in the 
case of Lalitmani (P) Ltd. v. CIT, (1997) tax LR 543 (Bom). 
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xiv) Application of Chapter XXC 
Chapter XXC of the Act provides for a preemptive right to 
the Central government to acquire any immovable property 
undergoing a transfer for consideration above specified limits. A 
question that arises is whether Chapter XXC of the Act applies to 
the vesting of immovable properties from the amalgamating 
company to the amalgamated company pursuant to the High 
Court's order under section 394 of the Companies Act, 1956. 
However the provisions of this Chapter do not get attracted in the 
case of amalgamations. 
xv) Gift tax liability 
The Gift-tax Act, 1958 does not apply to an Indian company 
in a scheme of amalgamation vide clause (b) of section 45 of the 
GTAct, 1958. 
The foregoing account would indicate that the IT law 
provides sufficient incentives for mergers/amalgamations. As far 
as takeovers are concerned, the problem is more complex and is 
interrelated to the dynamics of the market place. It is, therefore, 
difficult to deices tax benefits for takeover in such detail to cover 
the entire range of situations and to ensure that these are not 
misused to acquire monopoly or hostile control. Justice P.N. 
Bhagwati Committee has studied the position concerning 
takeovers and SEBI has considered the takeover code prepared 
by the Bhagwati Committee. An attempt can be made to study 
the problem to find out ways and means to give tax benefits to 
healthy and sound schemes of takeovers like bail out takeovers, 
which do not fall under the purview of BIFR/SICA.26 
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LEGAL ASPECTS OF OPEN OFFER 
These are exciting times for the corporate sector, with a 
number of companies in the process of taking over the entities. In 
recent times, there have been many takeover efforts-some of 
them are Raasi Cement by India Cement, Merind by Wockhardth 
and Indian Aluminium by Sterlite Industries. What are the 
Important attributes in an open offer? The need for an open offer 
arises when any company is interested in acquiring management 
control of another firm. The open offer process is regulated by 
the SEBI ( substantial acquisition of shares and takeover ) 
Guidelines 1997. 
The principal parties in the takeover process are the target 
company and the acquirer. The target company must be a listed 
company in which the acquirer seeks to take control by buying 
these shares from the existing shareholders - promoters as well 
as public. An open offer is triggered under two circumstances: 
1) When the acquirer picks up a stake of 10% in any company. 
2) When there is a change of control. 
The change in control ' trigger ensures that there is no 
back-door entry by any new business group. Earlier it was 
possible to do this by picking up stakes in companies that hold a 
controlling stake in the listed entity. As such practice places the 
promoters and the public shareholders on a different pedestal, 
the open offer is now triggered even if there is change in control. 
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An open offer can be withdrawn only if there is a competitive "bid 
or statutory approvals have been refused or the acquirer has died 
(If an individual). 
A preliminary trigger: Even before the open offer is 
required there is yet another trigger that provides a view of any 
build up of a stake in a company. If any person acquires 5% or 
more in the equity of another company, the holdirrgs should be 
disclosed to the company and the stock exchanges. This has to 
be made within 4 days from the date of acquisition or reaching of 
the stake. 
A public announcement: an acquirer who picks up shares 
with voting rights exceeding 10% of the equity of the target 
company must come out with a public announcement to acquire 
shares in the company. This requirernent would also apply where 
the acquirer gets the control over Target Company even if there 
had been no acquisition of shares. 
A merchant banker (category I) must be appointed before a 
public announcement is made. The public announcement must 
be made within 4 days of the acquisition of stake or control or 
agreement for this purpose. The contents of this public 
announcement of offer prescribed in the SEBI Guidelines. The 
public announcement must be made only if the acquirer is in a 
position to implement the offer. 
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The contents: The public announcement of offer should 
have the following information: 
• The paid up share capital of the target company and the 
fully and the partly paid up shares. 
• The number of shares and the percentage stake that is 
proposed to be acquired from the public ( the minimum 
offer should be 20% under normal circumstances ). 
• The minimum offer price for each category of share. 
• The mode of payment of consideration. 
• The identity of the acquirer or the person gaining control. 
The contents of the public announcement of offer are 
designed to provide shareholders with an information base about 
the acquirer's plan, to enable investors take an investment 
decision. 
A specified date: This is the date that is specified in the 
public announcement of offer. The specified date is the key cut 
off point as it determines the names of the share holders to 
whom the letter of offer would be sent .In order to ensure that the 
process is completed in a time bound manner, as the entire affair 
has price implication the specified date must be within 30 days of 
the date of the public announcement. Though shareholders who 
have registered exposures as of that date would have no 
problems getting the letter of offer, those holding blank 
documents would need to intimate the merchant bankers to avail 
themselves of the offer. 
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The public announcement of offer usually contains 
procedures for the acceptance of the offer by a person who owns 
shares in the target company but whose documents are not 
registered in his name. Such investors should keep track of the 
specified date, as otherwise they may miss out an attractive 
opportunity to exit sometimes of course it may not matter, 
specially when the market price and the offer price are close to 
each other or the former runs ahead of the latter in the post offer 
period. 
Letter of offer: Within 14 days of the public announcement 
a draft letter of the must be sent to the target company and the 
stock exchanges where the shares are listed. This should be 
placed before the board of directors of the target company. The 
acquirer should send the final letter of offer to all the 
shareholders of the target company within 45 Days of the public 
announcement. The letter of offer would have to be used in the 
same manner as the one in a rights offer, except that there will 
be a reverse flow of money and stock. 
Offer period: The offer period is the time horizon between 
the date of public announcement of the first offer and its date of 
closure. The date of public announcement of the first offer would 
be the date on which it actually appears in the media. Keeping 
track of public announcements is simple as they appear in all 
editions of any English or a Hindi national daily, as well as 
regional language daily. Such takeovers are widely tracked and 
reported in the media. The date of opening of the offer shall be 
within 60 days from the date of public announcement. The offer 
to buy shares shall remain open for 30 days (this would be the 
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offer period). During the offer period the acquirer shall not be 
entitled to appoint anybody to the board of director of the target 
company. The acquirer shall also not acquirer any shares of the 
target company from the secondary market (picking up stakes 
from a fresh issue of securities is allowed). This is mainly to 
ensure that there is no price manipulation. 
Minimum offer price: This would be the highest of the following: 
• The negotiated price under the agreement entered into by 
the acquirer. 
• The highest price paid by the acquirer or persons acting in 
concert by way of the public allotment or rights issue at any 
time during the 26 weeks preceding the date of public 
announcement. 
• The price paid by the acquirer under a preferential 
allotment made to him or persons acting in concert during 
the 12 - month period up to the date of the closure of the 
offer. This ensures that the open offer at a lower when a 
preferential allotment is picked up even during the offer 
period at a higher price. 
• The average of the weekly high and low of the closing 
prices of the shares of the target company on the exchange 
where the shares are most frequently in the 26-weeks 
preceding the date of announcement of the offer. 
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Consideration and payment: The consideration can be paid in 
cash/stock/secured debt instruments with a minimum credit rating 
of A. The payment can also be by way of a combination of any of 
the above to ensure that there is some backing for the offer and 
investors can tender with confidence about the payment. The 
acquirer is also required to maintain an escrow account. This is a 
security for discharge of the obligations. 
The amount to be deposited in the escrow account would 
be 25% of the consideration if the offer size is less than RS 100 
crores. In case it exceeds RS 100 crores, the escrow account 
should be for RS 25 crores plus 10% for the amount in excess of 
RS 100 crores. If the offer is subject to minimum level of 
acceptance, that is, it is conditional; the escrow amount shall be 
50% of the size of the public offer. This escrow amount can be in 
the form of cash, bank guarantee in favour of the merchant 
banker and deposit of securities with appropriate margins. As far 
as the payment of consideration is concerned, the acquirer must 
ensure that the securities are actually issued and dispatched to 
the shareholders. If more shares than the offer prices are 
tendered, the acceptance would be on proportional basis done in 
a fare and just manner and should not result in non -marketable 
lots. 
Upward revision of offer: Under the regulatory framework 
competitive bids are allowed. Such competitive bids are at a 
higher price than the original offer as otherwise they may find no 
takers even if there are no competitive bids, the original acquirer 
can revise upwards the price as well as the numbers of shares 
that are being picked up. No down wards revision is possible. 
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Any upward revision would have to be made at any time up to 
seven working days prior to the date of closure of the offer. Any 
such increase must be accompanied by another public 
announcement in the same manner as the original one. Stock 
exchanges would have to be intimated and the necessary extra 
sums are deposited in the escrow account to pay the higher 
prices. ^ ^ 
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THE OPEN OFFER TIME TABLE: 
Date of public announcement of 
offer (DOPA) 
Within four working days of the 
trigger 
Deposit in escrow account On DOPA 
Specified date for reckoning 
eligibility to receive of letter of 
offer (LO) 
Within 30 days of DOPA 
For sending draft LO to the board 
of target company 
Within 40 days of DOPA 
LO to shareholders Within 45 days of DOPA 
Offer opening date Within 60 days of DOPA 
Offer period 30 days 
Special bank account to make the 
payments 
21 days from offer closure date 
Completion 
payment/formalities 
of 30 days from offer closure date 
Competitive bid Within 21 days from DOPA of first 
offer 
Counter bid to competitive bid 
Upward revision of price/size 
Within 14 days of DOPA of 
competitive bid 
Upto 7 working days of the 
closure date 
Sources: - www.capitaimarkei.com 
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OPTIONS BEFORE RETAIL INVESTORS IN CASE OF OPEN 
OFFER 
There has been a flurry of activity on the Takeover front 
ever since the New Takeover Regulations were notified in 
February 1997. In the last year alone, about 21 open offers were 
made -- an average of two a month. This is not excluding two 
others high profile open offers - Wockhardth's for Merind and 
India Cement for Raasi Cement. 
For a capital market, which had hardly any idea, what a 
transparent takeover meant, or for that matter what a hostile one 
is, this is quite a dose in a year's time. In fact, investors seem 
confused when an open offer is made to them, and wonder if the 
offer is worth accepting or better turned down. Such a decision 
becomes crucial when the entity making the open offer has 
acquired more than 75% of the equity, and the open offer would 
result in the stock being delisted from the bourses. What should 
an investor do in such a situation? 
Price movement of the scrip becomes important when such 
a decision is to be made. Two situations could arise here. 
> In the first scenario, where the offer price is higher than the 
ruling market price, the stock could start moving up as the 
market players seek to exploit short-term profit potential. But 
this is subjected to the belief that the offer price is fair and the 
open offer has a chance of going through successfully. 
> In the second scenario, the market may be uninterested in 
what is happening to a stock for which an open offer has been 
made. This could be because it is unhappy with the offer price 
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and thinks the stock has been undervalued. Such sentiments 
can lead to the open offer failing to achieve its objective, which 
would again depress the stock in the market. 
Thus it is evident that the era of open offers has brought 
forth in its wake one more complexity in the overall price 
discovery process of a stock in the market. It has also 
complicated the decision of an investor - shareholder when an 
open offer is made to him for his holdings. 
A recent study conducted by Business Line Research 
Bureau of 20 open offers made in the last one year, has given 
the following conclusions: 
• It is evident that news of an impending open offer filters 
out to select market players much ahead of the public 
announcement. In the majority of the cases examined, 
importantly in the high profiles one, there was a 
remarkable appreciation in the stock price, in the run up 
to the public announcement. 
• In some cases, stocks have actually lost value in the 
month before the public announcement date. This was 
because of either of the two factors. 1) The company 
was unattractive. From the markets point of view the 
company was down and out. 2) Once the open offer 
goes through, the stock would get delisted automatically. 
• One of the major points that come through in the 
analysis was that only those stocks backed by a sound 
offer from either a foreign collaborator or principal, and 
which had a good chance of succeeding in the open 
67 
offer, witnessed activity in the period after the open offer 
announcement. 
• The most crucial aspect of the offers, the pricing was 
also more than satisfactory. Thus, from the market's 
point of view these were serious offers W'th a specific 
strategy in mind-that of acquiring controlling interest -
and given the attractive price offered, had a good 
chance of going through successfully. Not surprisingly, 
the stocks appreciated rapidly in the phase between the 
announcement and the close of the offer. 
• On the other hand, the stocks largely sidelined by the 
market where the initial offer price was undervalued by 
the target companies. 
• Another notable characteristics of the price movement in 
all the open till now is that bamng a couple of 
exceptions, the market has not really tested the open 
offer price. In other words, the stock has not been 
valued in the market above the offer price on a 
sustained basis. Of course, there are cases where it has 
shot past the open offer price for a day or two, but this 
seems to be more of aben-ation, and the general rule 
has been that market quotations are substantially lower 
than the offer price. This can be traced to two factors. 
One, till now offer prices per se have been quite good in 
the sense that they have been fixed at a considerable 
premium to the prevailing market prices, thus 
neutralizing any contrary market movements. 
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What shareholders should do? 
The shareholders should keep the following points in mind 
while deciding about the open offer: 
• One of the first points a shareholder confronted with an 
open offer should note is whether the acquirer has a 
strategic plan in the proposed takeover. 
• The second factor is the offer price. In a majority of open 
offers till now, the offer price has been at a considerable 
premium to the prevailing market price, which made the 
decision of those who wanted to sell out easy. But what 
happens where the offer price is at a discount to the 
current market price. Here the shareholder has to go 
only by what the market dictates. In the event of under 
valuation, the treatment of the stock in the market would 
give a clear idea by itself. 
• Finally, the all important question is that should the 
shareholder tender their shares in case of an open offer 
or hold on to them in the market in the run up to the 
offer? One of the following strategies could be followed 
depending upon the circumstances of the case: -
When the offer is conditional or where the offer is only 
for the statutory minimum of 20%. In such cases the risk is that 
the shares tendered to the acquirer may be accepted only in part 
or even none at all if the condition is not fulfilled. In such a case it 
is better to sell in the market, assuming that the ruling price is 
close to the offer price, which it would be in any case, excluding 
exceptional circumstances. Otherwise it would not be worthwhile 
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to sell out in the market undergoing all the papenwork and paying 
a brokerage to boot. 
In any other circumstances the shareholder has two 
choices: either tender the shares to the acquirer or hold on to 
them. It is difficult to make a generalization on which would be 
valid under all possible circumstances. One has to decide on the 
merit of each case and drawing a general conclusion would be 
difficult. IN fact latter may be the good decision for a conservative 
investor playing for the long-term sweepstakes. One argument 
would be that you would be reduced to a status of minority 
shareholders once the acquirer succeeds in getting the 
controlling interest. But that is a risk one has to live with, and 
anyway if the company were to delist it would have to come out 
with another open offer at which time you could tender your 
shares if you choose to.^'' 
LEGAL ASPECTS OF MERGERS 
Procedure 
The legal procedure to be followed for the merger of the 
companies is as follows: 
1. Provision in the objects clause 
The objective clause in the Memorandum of Association of 
both the Acquirer Company as well as the Acquirer Company 
should have adequate provision to amalgamate with any other 
company. The object clause of the Acquirer Company should 
have an adequate provision of authorized capital to be able to 
absorb the capital structure of the acquired company. Also, the 
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objects clause of the amalgamated company should contain 
provisions to carry on the business of the amalgamating 
company in horizontal, vertical or conglomerate nature or any 
other form as re queried. In the absence of these provisions in 
the objects clause, the Memorandum of Association has to be 
suitably amended, complying with the requirements of Sections 
17 and 18 of the Companies Act, 1956. For alteration of the 
objects clause, approval from the Boards of Directors and 
shareholders followed by filing these resolutions with registrar of 
Companies and obtaining confirmation of Association should also 
be changed suitably. 
2. Obtaining government approval 
Under Sections 391 and 394 of the Companies Act, 1956, 
the central government's approval of the merger proposal is 
necessary for filing petition before the high court for the approval 
of the merger. 
RBI's approval is also necessary under Section 29 of the 
Foreign Exchange Regulation Act, 1973 for transfer of shares 
involving NRI's or foreign nationals. 
3. Draft Amalgamation proposal 
The amalgamation proposal should be prepared by the 
acquirer company on the basis of various reports, financial 
analyst's report, auditor's reports and audited accounts of both 
the merging companies prepared unto the effective date of 
merger. Generally the amalgamation proposal contains the 
information like, details of the transferor and transferee including 
the authorized, issued and subscribed capitals respectively, the 
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transfer of assets / liabilities and the effective date of merger, the 
changes in the capital, change of name, accounting year and the 
object. The proposal will also contain details on the management 
including the Board of Directors an participation of the directors 
of the transferee company on the new board, dividend position, 
the expenses involved in the merger and the conditions under 
which the proposal would be operative. 
The Acquirer Company after preparing the draft proposal 
should get it betted with an authorized merchant banker. Also the 
respective Boards of Directors of the merging companies should 
approve the draft amalgamation proposal after which the Board 
should authorize the Directors to file a petition before the High 
Count under Section 391 of the Companies Act. 
4. Intimate Stock Exchanges 
The information on the proposal of the merger should b 
given to the stock exchanges in whose jurisdiction the listed 
companies proposing to merge are located. All notices and other 
resolutions in this connection are to be sent to the stock 
exchanges for their record. 
5. High Court's approval 
Under Section 391 of the Companies Act, 1956 and 
Companies (Court) Rules, 1959, each company has to make 
separate applications in High Court seeking summons to 
convene the meeting of the members of the two companies for 
approving the scheme of merger. Based on the directions of the 
high court, separate meetings of equity and preference 
shareholders are convened. 
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6. Convening Meetings of Shareholders and Creditors 
The creditors have to be informed about the merger 
proposal through a prescribed notice. The is mandatory under 
Section 393 of the Companies Act, 1956. The printed notices in 
the prescribed form along with the proxy forms have to reach the 
members and creditors at least 21 days in advance. Also, 
advertisements are required to be inserted in the newspapers. 
Separate meetings of the shareholders of different classes 
and meetings of creditors should be held by each company for 
passing the merger scheme, Approval of 3/4 of the majority in 
value of the creditors or class of creditors or members or class of 
members should approve the scheme. Also, 51% in number 
should give their approval. The offer of the transferor company 
will be treated d prima-facie a fair one in the event of the scheme 
being approved by 90% of the shareholders in value. The 
Chairman appointed for each meeting held will submit a re port in 
the prescribed format including the minutes of the meeting to the 
High Court. 
7. Petition to court of confirmation and order 
Seeking confirmation of the scheme of amalgamation, the 
companies involved in the amalgamation shall present a petition 
to the court. Consequently the High Court directs the official 
liquidate to scmtinize the books of the transferor company an 
submit a report stating therein that the affairs of the company 
have not been conducted in a manner prejudicial to the interest 
of its members. The inspection is carried out by a chartered 
accountant fixed by the official liquidator and until the official 
liquidator submits his report, the court shall not pass any order 
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for dissolution of the transferor company under clause (iv) of 
Section 391 (1) of the Companies Act, 1956. The High Court will 
also fix a date of hearing. The notice has to be published in the 
newspapers and served to the Company Law Board. After 
hearing, the court may sanction the scheme including order for 
dissolution of the transferor company. The court may also modify 
the scheme for proper working. Within 30 days of the passing of 
orders by the court, a copy of the order must be filed with the 
Registrar of Companies. Also, copies of the orders are to be 
annexed to the Memorandum and Articles of Association of the 
transferor companies. 
8. Issue of shares and debentures 
The transferor company announces a date of book closure 
in order to know the number of shareholder entitled to the shares 
of the transferee company. The list of such eligible shareholders 
is their prepared and a necessary resolution for allotment of 
shares is passed. According to the ratio approved under the 
scheme, the transferee company issues shares and debentures 
of its company in exchange for the shares and debentures of the 
transferor company. Subsequently, the listing of the new shares 
and debentures on the stock exchange is done. Effective from 
the appointed date the transfer of movable and immovable 
assets and liabilities of the transferor take place.16 
I must discuss the enactment's that regulate the mergers of 
the corporate entities. The most important of them all is the 
Companies Act, 1956. 
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Companies Act, 1956 
Under Section 394 of the Companies Act, if an application 
is made to the court for purposes of amalgamations of any two or 
more companies and the transfer of Property or liabilities of the 
transferor company to the transferee company, under a 
compromise or arrangement between the company and others 
the court by an order shall make provision for all or any of the 
following matters: 
a) The transfer of whole / part of the undertaking, property is 
liabilities of transferor company to the transferee company. 
b) The allotment of nay shares, debentures, etc. by the 
transferee company under that arrangement. 
c) The continuation of any shares, debentures etc. by the 
transferee company against (or by) any transferor company. 
d) The dissolution of any transferor company and 
e) Suitable provisions for a person dissenting from the 
compromise or an-angement. 
Under this section it is also required that a copy of the order 
from the court is filed with the Registrar of companies within thirty 
days of passing such as order or in default be liable for 
punishment. 
Section 391 of the Companies Act empowers the court to 
sanction the compromise or arrangement as proposed by the 
companies. When a compromise or an arrangement is proposed 
between the company and its creditors or an arrangement is 
proposed between the company and its creditors or members the 
court, on receiving an application, may order a meeting of the 
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creditors or members. It the creditors or members representing 
3/4th in value and majority in numbers present and vote either in 
person or by proxy, to agree to any compromise or arrangement, 
it shall be binding on al creditors or members and the company, 
subject to the sanctioning of such an arrangement by the court. 
Where a High Court makes an order under Section 391 
sanctioning a compromise or an arrangement in respect of a 
company, it shall have power to supervise the carrying out of the 
compromise or arrangement and effect such modifications in the 
arrangement at it may consider necessary, under the provision of 
Section 392 of the Companies Act, 1956. 
Section 393 makes it mandatory on the part of the 
company to make available, information in respect of the terms of 
the compromise or arrangement and its effect, to the creditors or 
members while arranging their meeting under Section 391. 
Under Section 395, if the transferee company's scheme 
involving transfer of shares in the transferor company to shares 
in its company, which has been accepted by shareholders of not 
less than nine-tenths in value of the shares within 4 months of 
such an offer, has been dissented by any shareholder, then the 
transferee company shall be entitled and bound to acquire those 
shares on the term so the scheme by giving a notice provided the 
dissenting shareholder does not apply to the court within a month 
of receiving such a notice and get an order to the contrary. 
Section 396 gives power to the Central government to 
provide for amalgamation of two or more companies if it is 
satisfied that it is essential in public interest. Then not 
withstanding anything contained in Sections 394 and 395, the 
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central government by an order notified in the Official gazette 
may provide for such an amalgamation with such property, 
powers, rights, interests, authorities and privileges and with such 
liabilities, duties and obligations as may be specified in the order. 
Every member or creditor of each of the companies shall 
have the same interest in or rights against the company resulting 
from the amalgamation as he had in the company of which he 
was originally a member or creditor. Under Section 396, a 
member or creditor shall be entitled to compensation to the 
extent to which his interests in or rights against the company 
resulting from the amalgamation are less than his interest in or 
rights against the original company. 
Section 396 A specifies that without the prior permission of 
the central government, the books and papers of an 
amalgamated company shall not be disposed of. Under this 
section, the government is empowered to appoint a person to 
examine the books and papers for the purpose of ascertaining 
whether they contain any evidence of committing offense in 
connection with the promotion or formation, or the management 
of affairs of the amalgamated company, before granting such 
pennission. 
Sick Industrial Companies (Special Provisions) Act, 1985 
The Board of Industrial and Financial Reconstruction's 
(BIFR) prescription for revival of a sick unit is the takeover of 
management of the sick industries company by another company 
or amalgamation of the sick unit with any other healthy industrial 
company, in pursuance of Sections 18 (b) 18 (c) of the Sick 
Industrial Companies (Special Provisions) Act. 1985. 
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The scheme suggesting takeover or merger of the sick 
company with any other healthy company and manner of transfer 
of undertakings, properties, assets and liabilities have to be 
specified by the BIFR. The scheme finalized by BIFR needs the 
approval of the shareholders of the transferee company by a 
special resolution. ^ 
LEGAL PROCEDURE 
Some of the legal procedures to be followed in a merger are 
as follows: 
• Formulation of the scheme: Once the prospecting phase is 
over, the companies seek the help of the legal and financial 
advisors to finalize the details of the proposed scheme of the 
merger. 
• Memorandum of Association: The object clause of 
amalgamated company should be examined to see if it 
permits continuation of business of the amalgamating 
companies by it. If it does not, then suitable changes have to 
be made in the manner prescribed by the companies act. 
• Intimation to Stock Exchange and Notification: As soon as 
the merger offer is made the stock exchange where these 
companies are listed should be notified and the fact of the 
offer should be notified through the newspapers. To ensure 
proper disclosure the announcement should be made in the 
manner prescribed by the Fegional stock exchange. 
» Director's approval of the prescribed scheme: The 
propose* scheme of tl=WL merger should be submitted to the 
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board of directors to approve. This should be done for both the 
companies involved in the merger. 
• Shareholders' approval: The scheme proposed should be 
placed before the shareholders at a general meeting for their 
approval. It is not a necessity in the legal sense but this is 
done by the companies to get approval from their 
shareholders for the actions of the companies. This is done 
prior to the filing of the application for sanction of the court. 
• Appfi'cafion to the court: At this stage the companies in 
question file an application with the High Court of the state in 
which registered office of the company is located. The court 
on receipt of the application convenes a meeting of the 
creditors and members of the company. 
• Meeting ordered by the court: The chairman of such a 
meeting or any such person directed by the court sends 
individual notices to the creditors and members. The notices 
accompanied by a copy of the proposed scheme of the 
merger is sent by post under the certificate of posting at least 
21 clear days before the date fixed for the meeting. 
Simultaneously, a notice of the meeting is advertised in 
which newspaper as the judge or the person directed by the court 
issue the advertisement and send notices of the meeting files an 
affidavit, at least seven days before the scheduled meeting, that 
the court's directives in this regard have been complied with. The 
proposed merger scheme is taken as approved if it is passed by 
the majority in number, representing 3/4 the value of the 
numbers, present and voting in person or proxy. The chairman of 
the meeting shall report to the court the results of the meeting 
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within 7 days of fne meeting or such time as directed by the 
court. 
• Petition for the confirmation of the amalgamation: If the 
merger proposed is passed by the creditors and members of 
the company within 7 days of filing of the report by the 
chairman, presents a petition for confirmation of the scheme 
and appropriate orders and directions under the section 394 of 
the companies act The court, then fixes a date for the hearing 
of the petition. The notice of such a hearing is advertised in 
such newspapers at least 10 days before the date fixed for 
such a hearing. This notice is served on the Central 
government, the Registrar, the Company Law Board and the 
Official Liquidator as well. 
• Order of the court: The court after receiving a report from the 
Registrar of companies and the Official Liquidator that the 
affairs of the company have not been conducted in a manner 
prejudicial to the interests of it's members or of the parties 
shall satisfy itself that the proposed amalgamation is fair and 
reasonable. The court, if satisfied, shall pass the order to be 
effective; every company in relation to which the order is 
passed should file a certificate copy of the order with the 
Registrar, within 10 days of the order. 
• Transfer of the assets & liabilities, issue of shares etc. 
Finally the companies can implement the scheme by 
transferring the assets and liabilities, by issuing shares and 
giving any other consideration to the members of the 
amalgamating company as per the scheme of the merger.^ 
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The chronological orders in which legal procedures as 
entailed by the new takeover code occur are as follows: 
Day Activity 
Day 1 DDate of first public announcement 
DCreation of escrow account 
Days 1-14 nOffer documents filed with SEBI 
LlOffer conveyed to target company 
Days 1-21 nPeriod within which competitive bids can be 
announced 
Day 30 DLast day that can be specified as the record 
date for an open offer 
Days 21-35 DPeriod within which original bid can be 
withdrawn 
Days 35-45 DMailing of letter of offer to shareholders 
Day 37 n Last day for the target company to furnish a list 
o/jt's shareholders 
Day 60 DLast day for the bidder to open its offer to the 
shareholders 
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Day 102 OLast day for the revision of bids by 
competiting shareholders 
Day 105 DLast day for the closure of all offers, 
including competitive bids 
Day 135 DLast day for the completion of all official 
procedures 
Conclusion: 
This chapter has described the statutory and non-statutory 
legal framework for the regulation of takeovers alternative 
takeovers and merger procedures have been examined. 
The current attempts at developing common takeover 
regime for the Indian economy have been highlighted through 
legal aspects of open offer and merges. 
The trend among multinational companies towards the 
takeover code has been noted. The researcher has also 
discussed the statutory approvals through legal procedure. 
In the next chapter a detailed discussion has been made 
about 'valuation for mergers and acquisitions". 
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FINANCIAL ANALYSIS 
When mergers and acquisitions take place, the 
combined entity's financial statements have to reflect the 
effect of combination. According to the Accounting Standard 
14 (AS 14) issued by the Institute of Chartered Accountants 
of India, an amalgamation can be in the nature of pooling of 
interests, referred to as "amalgamation in the nature of 
merger', or acquisition. The conditions to be fulfilled for an 
amalgamation to be treated as an "amalgamation in the 
merger" are as follows: 
1. All assets and liabilities of the "Transferor 
Company" before amalgamation should become 
assets and liabilities of the "Transferee 
Company". 
2. Shareholders holding not less than 90% of 
shares (in value terms) of the "Transferor 
Company" should become the shareholders of 
the "Transferee Company". 
3. The consideration payable to the shareholders of 
the "Transferor Company" should be in the form 
of shares of the "Transferee Company" only; 
cash can however, be paid in respect of 
fractional shares. 
4. Business of the "Transferor Company" is 
intended to be carried on by the "Transferee 
Company." 
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The "Transferee Company" incorporates, in its balance 
sheet, the book values of assets and liabilities of the "Transferor 
Company" without any adjustment except to the extent needed to 
ensure uniformity of accounting policies. An amalgamation which 
does not satisfy all the conditions stated above will be regarded as 
an "Acquisition". 
The accounting treatment of an amalgamation in the books 
of the "Transferee Company" is dependent on the nature of 
amalgamation. For a merger, the 'pooling of interest' method is to 
be used and for an Acquisition the 'purchase' method is to be 
used. Under 'the pooling of interest' method, the balance sheet of 
the combined entity is arrived at by a line-by-line addition of the 
corresponding items in the balance sheets of the combining 
entities. Hence, there is no asset write-up or write-down or even 
goodwill. Under the 'purchase' method, however, the "acquiring 
company" treats the "acquired company" as an acquisition 
investment and, hence, reports its tangible assets at fair market 
value. So, there is often an asset write-up. Further, if the 
consideration exceeds the fair market value of tangible assets, the 
difference is reflected as goodwill, which has to be amortized over 
a period of five years. Since there is often an asset write-up as 
well as some goodwill, the reported profit under the purchase 
method is lower because of higher depreciation as well as 
amortization of goodwill.^ 
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TARGET VALUATION 
Valuation of the target in an acquisition is an important part 
of the process of determining the consideration to be offered to 
the target shareholders. The value that the bidder places on the 
target sets the maximum or 'walk away' price the bidder can 
afford to offer the target shareholders. The value of the target 
from the bidder's point of view is the sum of the pre-bid stand-
alone value of the target and the incremental value the bidder 
expect to add to the target's assets. The latter may arise from 
improved operation of the target or synergy between the two 
companies. Added value may also move from profitable target 
asset disposals, as in a bust-up takeover. 
Valuation of the target requires valuation of the totality of 
the incremental cash flows and earnings. The expected 
incremental value may be reflected in the earnings and cash 
flows of both the target and the bidder in the post-acquisition 
period. The incremental earnings and cash flows may include 
those arising from reduced corporation tax liability and 'pension 
holidays'. 
Valuation of a target is based on expectation s of both the 
magnitude and the timing of realization of the anticipated 
benefits. Where these benefit are difficult to forecast, the 
valuation of the target is not precise. This exposes the bidder to 
valuation rise. The degree of this risk depends on the quality of 
information available to the bidder, which in turn, depends upon 
whether the bid is hostile or friendly the time spent in preparing 
the bid and the pre-acquisition audit of the target. 
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There are number of models employed by firms to evaluate 
targets. These may be broadly divided into those based on (1) 
earnings and assets and (2) cash flows. The earnings and assets 
based models are less information intensive than the cash flow 
models, and less rigorous. In this chapter I describe how these 
models can be applied in target valuation. 
With these models, the earnings or assets of the target are 
estimated after taking into account any changes, which the 
acquirer plans to make to the operations and asset structure of 
the target in the post-acquisition period. The estimated earnings 
or assets are capitalized into target value using an appropriate 
benchmark earnings or assets multiplier. The choice of this 
benchmark multiplier is very important and can present problems 
where the target is a private company or a multi business firm. 
Price/earnings ratio 
Price/earnings ratio (PER), also known as the earnings 
multiple, expresses the relationship between a firm. 
'S' earnings for equity and its equity market capitalization. 
Market value of equity 
Price/earnings ratio = Earnings for equity 
= Share price 
Earnings per share (EPS) 
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During takeover bids, the PER is often cited by both offertory and 
targets to indicate w/hether the price being offered is generous or 
inadequate. 
Investors generally employ two alternative definitions of the 
PER: the historic and the prospective. The historic PER relates 
current market value of equity to the earnings of the most recent 
accounting year. Prospective PER relates the current market 
value of equity to the earnings expected to be reported at the end 
of the current accounting year. 
Interpretation of the PER 
The PER is a function of four factors: 
• The level future equity earnings of the firm. 
• Investors' expected return for equity investment in the 
firm, which in turn rests on the risk ness of the firm's 
earnings. 
• The expected return on the investments made by firm. 
• The length of time the firm can earn returns on its 
investments in excess of the investor-required return. 
The value of a firm comprises two components: 
Value of firm = Level earnings capitalized at the investor-required 
return + Value of 'growth' earnings 
Level earnings are the stable earnings of the non-growing 
firm. The historic PER capitalizes last year's earnings and the 
prospective PER the forecast earnings for the current year. 
Neither explicitly allows for growth in earnings. However, the 
above value relationship shows that a growth firm will valued 
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higher than a firm with only level earnings in the future, and will 
be valued higher than a firm with only level earnings in the future, 
and will command a higher PER. It can also be shown that the 
higher the risk attached to the earnings of firm, the higher is the 
investor-required return, and the lower the value of those 
earnings. Thus the PER will be lower for more risky earning 
streams. 
Estimating target value using the PER model 
Application of the PER model proceeds in the following 
steps: 
1. Examine the most recent profit performance of the current 
target management. 
2. Identify those elements of revenue and costs, which will be 
raised or lowered under the acquirer management. 
3. Re-estimate the target's future post-acquisition earnings for 
equity shareholders on a sustainable basis. These earnings 
are known as sustainable or maintainable earnings. 
4. Select a benchmark PER. 
5. Multiply the sustainable earnings by the benchmark PER to 
arrive at a value for equity. 
Selecting the benchmark PER 
As seen in the case of the Kingfisher bid for Saxons, there 
are alternative PER benchmarks available: 
• The target's prospective PER at the time of the bid. 
• The PER of firms comparable to the target. 
• The targets sector average PER. 
In choosing the benchmark, we must ensure its 
comparability in terms of risk and growth. It is the risk - growth 
configuration of the target post-acquisition and not its historic 
profile, which forms the basis of comparison. The benchmark is 
normally adjusted to reflect this expected configuration. Such an 
adjustment is often a matter of subjective judgment, since the 
relation between PER and risk and growth is in practice, only 
imperfectly understood. Sustainable earnings estimated in the 
previous step are then capitalized at the adjusted benchmark 
PER to give a target value. 
Limitations of the PER model 
The PER model estimates the post-acquisition earnings for 
the target for a single period, and assumes that this level will be 
maintained. There is no explicit recognition of the time pattern of 
eamings growth. For example, operating profit margin may 
increase from the current 2.67 per cent to the projected 4 per 
cent over a five -year period. Moreover, the model does not 
explicitly consider the investor-perceived risk of the target firm's 
earnings. Problems also arise in the selection of the benchmark 
PER, as indicated above. Despite these limitations, the PER 
model provides a valuation based on the capital market 
consensus view of the value of earnings. It is widely used by the 
investment community and markets for ease of communication 
during a bid. 
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Asset-based valuation 
This model is based on the relationship between the assets 
of a firm and its market value. The best know of the asset-based 
models is the Tobin's Q, which is the ratio of the market value of 
a firm to the replacement cost of its assets. The replacement cost 
of assets is the cost of acquiring an asset of identical 
characteristics, such as the production capacity of a plant. 
Tobin's Q = Market value of a firm / Replacement cost of its 
assets 
Firm value = Replacement cost of assets + Value of growth 
options. This relationship is similar to the one between firm 
values, the value of level earnings and the value of growth 
earnings we discussed above. 
Discounted cash flow model 
The discounted cash flow (DCF) model is applied in the 
following steps: 
1. Estimate the future cash flows of the target based on the 
assumptions for its post-acquisition management by the 
bidder over the forecast horizon. 
2. Estimate the terminal value of the target at forecast horizon. 
3. Estimate the cost of capital appropriate for the target, given its 
projected post-acquisition risk and capital structure. 
4. Discount the estimated cash flows to give a value of the 
target. 
5. Add other cash inflows from sources such as asset disposals 
or business divestment's. 
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6. Subtract debt and other expenses, such as tax on gains from 
disposals and divestment's, and acquisition costs, to give a 
value for the equity of the target. 
7. Compare the estimated equity value for the target with Its pre-
acquisition stand-alone value to determine the added value 
from the acquisition. 
8. Decide how much of this added value should be give away to 
target shareholders as control premium. 
In preparation for the forecast of target cash flows under 
the bidder's management, the historic cash flow statements of 
the target must be examined. As with the sustainable eamings 
forecast discussed earlier, the cash flow forecast is based on 
assumptions about the changes to the operation of the target to 
be introduced by the bidder. In particular, these assumptions 
relate to the value drivers. 
Value drivers and cash flow forecast 
Value drivers are those key revenue, cost or investment 
variables which determine the level of a firm's cash flows, and 
hence its value to the shareholders. Rappaport (1986) identifies 
five key value drivers: 
• Forecast sales growth in volume and revenue terms. 
• Operating profit margin. 
• New fixed capital Investment. 
• New working capital investment. 
• The cost of capital. 
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The bidder's post-acquisition management plans normally 
aims at altering the above value drivers, so that additional value 
can be created from the acquisition. Alteration of the value driver 
levels depends upon the value creation logic underlying the 
acquisition. Changes in the driver levels are often 
interdependent. For example, higher sales growth may be 
achieved only by increasing expenditure on marketing, 
advertising or product development, or by additional investment 
in fixed assets and current assets. These changes in the value 
drivers are then translated into a forecast of cash outflows and 
inflows. 
Operating cash inflows, arising from the operations of the 
firm, are after (corporation) tax cash flows but before payment of 
interest on borrowing that has been used to finance the target. 
Cash outflows are due to additional fixed capital and working 
capital investments. After-tax operating cash flows net of 
investment cash outflows are called free cash flows (FCF). 
Target cash flows are generally forecast for the next five to 
ten years. In general, the longer the forecast horizon the less 
accurate the forecast. Whatever the forecast horizon, the 
terminal value is based on the assumption of perpetual free cash 
flows based on the same level of operations as in the last year of 
the forecast period. The level perpetual cash flows are then 
capitalized at the cost of capital to yield the terminal value. 
The forecast free cash flows when discounted provide the 
acquirer with the value of the target as a whole. From this firm 
value, debt is subtracted to give the equity value. 
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The cost of capital is the weighted average cost of capital 
(WACC), estimated from the target's pre-acquisition costs of 
equity and debt. If after the acquisition, the risk profile of the 
target changes, perhaps due to product or market diversification 
of the target, the cost of equity and of debt will ph^nge- The pre-
^Ctjuisitioh (i66t of capital has, therefore, to be adjusted to reflect 
this change in risk. 
Sensitivity analysis of the DCF valuation 
Given the uncertainty surrounding the forecast process, it is 
sensible that the acquirer examines how sensitive the target 
value is to any variation in the assumptions. This kind of analysis 
highlights those critical value drivers, which the acquirer needs to 
focus on. In particular, the assumptions behind the critical drivers 
need to demands greater accuracy.^ 
METHODS OF PAYIVIENT FOR ACQUISITIONS 
Cash is the most common method of paying for 
acquisitions, followed by share exchange offers. It appears that a 
bidder's choice of payment method between cash and shares is 
sensitive to the stock market condition. Shares seem more likely 
to be used in bull markets. There are other factors, which may 
influence the choice of payment method. Accounting, tax and 
financial strategy considerations may be relevant to this choice. 
The accounting, tax and financial strategy considerations may be 
relevant to this choice. 
\n considering the Impact of taxation on the form of 
payment to target shareholders, the bidder has to take into 
account both the possible capital gains tax liability at the time of 
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the takeover and the income tax liability on the dividends or 
interest paid by the acquirer after the acquisition. The tax issue 
must also be tackled within the acquirer's own tax strategy, since 
interest on loan stock is normally corporation tax deductible, 
whereas dividend are not. 
Principal methods of payment for acquisitions 
Bidder offers 
Cash 
Share exchange 
Cash underwritten share offer 
(vendor placing). 
Loan stock 
Target shareholders receive 
Cash in exchange for their 
shares 
A specified number of the 
bidder's shares for each target 
share. 
Bidder's shares, then self them 
to a merchant bank for cash 
A loan stock debenture in 
exchange for their shares. 
Convertible loan or preferred 
shares 
Deferred payment 
Loan stock or preferred shares 
convertible into ordinary shares 
at a predetermined conversion 
rate over a specified period. 
Part of consideration after a 
specified period, subject to 
performance criteria. 
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A company's financial strategy has many strands. 
Maintaining, reasonable gearing ratio is one of them. Ensuring 
adequacy of lines of credit from banks is another. Taking 
advantage of any tax provisions to reduce the cost of capital is 
also relevant. Finally, timing of security issues to exploit favorable 
market conditions is an important consideration. The choice of 
payment currency for an acquisition is based on a trade off of 
these often conflicting criteria, which are discussed below. 
Where the bidder has an already high gearing ratio, issue 
of loan stock to pay for the acquisition is less attractive than a 
share exchange offer, which will reduce that ratio. Moreover, the 
operating cash flows of the combined entity and its cash flow or 
earnings cover for the debt interest must be sufficient and 
sustainable. These considerations also apply when the bidder 
raises bank finance to make a cash offer. 
A share exchange, in contrast to a loan stock or a 
leveraged acquisition, imposes its own 'cost', in that the enlarged 
shareholder base can lead to a decline in EPS in the year of 
acquisition or for several years thereafter. 
The gain or loss to each shareholder group is 
For B: Gain = (NB/NBT) X VBT - VB 
For T: Gain = (NyxER)/ NET) X VBT - VT 
Where Ns and Nj are the pre-bid numbers of shares in B 
and T, and Vsand Vt are their pre-bid market values. Nsjand VST 
are the corresponding figures for the post acquisition firm, BY. 
The exchange ratio, ER determines how the overall added 
value at any PER will be shared between B and T shareholders. 
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When the bidder expects no synergy, it cannot afford a 
higher ER than a simple ratio of the targets to the bidders share 
price, in order to prevent loss of value from the acquisition. This 
means that no bid premium is paid to the target. The bidder can 
justify a bid premium only if the acquisition produces some 
synergy, and if this synergy is credibly translated into a higher 
PER than the average of the pre bid PERs. 
Financing a cash offer 
• Internal operating cash flow 
• A pre-bid rights issue 
• A cash underwritten offer, e.g. vendor placing or vendor 
rights 
• A pre-bid loan stock issue. 
• Bank credit. 
Use of a pre-bid loan stock issue or bank credit gives rise 
to a leveraged bid or leverage buyout (LBO). The bidder's 
internal operating cash flow is perhaps the cheapest and easiest 
source, since it avoids both the transaction cost of raising finance 
and the delay in doing so. However, except for relatively small 
acquisition targets, a bidder is unlikely to have enough internal 
cash flow. 
A conventional rights issue is often made by firms with a 
well-defined acquisition program. The cash underwritten offer is 
somewhat similar to a rights issue, but it may be more flexible in 
that the underwriting fails, the bidder is not left with a surplus of 
cash. 
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Another advantage of a cash underwritten offer is that the 
early shut off can add to the pressure on target shareholders to 
accept the offer thus improve the chance of a successful bid. 
Further, such an offer is much more tax efficient from the target 
shareholders. Further, it serves as a signal to the market that the 
bid is supported by financial institutions. 
Leveraged cash financing 
One of the most important considerations in this form of 
financing is the ability of the bidder to service the debt 
obligations. That is, periodic interest payments and capital 
repayment. The bidder may relay on two alternative sources of 
cash flows for this purpose. 
• Operating cash flows. 
• Cash proceeds from sales of the target's assets. 
A careful forecast of the future operating cash flows from 
the target under the bidder's management must be made to 
assess the debt -servicing capacity. 
The high gearing that results from this method of financing 
may be of concern to the bidder. There have been numerous 
cases of highly leveraged acquisitions causing the decline and 
downfall of acquirers. One attraction of leverage is that the 
related interest payment is tax deductible, thus enhancing future 
EPS. This compares well with a share offer or a cash offer 
financed by a rights issue. 
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Financing with loan stock 
This differs from the leveraged cash offer in that the loan 
stock is the consideration for the bid and is offered to the target 
shareholders. They swap their shares in the target for the loan 
stocks of the bidder. As noted earlier, such a loan stock may be 
construed as a qualifying corporate bond, with a certain tax 
disadvantage compared to a share offer. 
To the target shareholders, a loan stock minimizes the 
problem of information asymmetry, since as in a cash offer; they 
are assured of a definitive sum on redemption of the stock. For 
some target shareholders, accepting loan stock may mean an 
unwanted shift of their portfolio weighting against equity. Further, 
acceptance of loan stock means loss of control over their 
company. 
Financing with Convertibles 
Use of convertibles in acquisition financing is less common 
than that of straight loan stock. Convertibles may be preferred 
stock (CPS) or loan stock (CLS). They represent a bundle of two 
underlying security the straight preferred or loan stock, and an 
option on the shares f the company. Target shareholders can, 
therefore, roll over their capital gains and avoid immediate CGT. 
Deferred consideration financing 
Both bidders and target shareholders face valuation risk in 
negotiating a price and the payment currency in a takeover. One 
way of mitigating this risk is to make the consideration payable to 
the vendor's contingent upon the future performance of the target 
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under their own management. In such companies, in an earn out, 
consideration to the vendor is made up of the following: 
• An immediate payment in cash or shares of the acquirer. 
• A deferred payment contingent upon the target turned 
subsidiary achieving certain predetermined performance 
levels. 
Earn-outs are not free of problems. The culture shock of 
transformation from owning and managing an independent 
company to running a subsidiary under the control of a larger firm 
may be quite traumatic. For the buyer, an earn out is a way of 
retaining the vendors talents. However, the vendor may lack 
motivation or tray to maximize short-term profits to the detriment 
of the long-term interests of the buyer. 
The most popular made of financing M&A activities in India 
is through internal accruals of the bidder company. This is 
primarily because of two reasons. 
Firstly? Risk adverse nature of Management's in India 
because internal accruals are cheaply available and involved little 
or no risk. 
Secondly, Non availability of other roots of financing, due to 
hesitation on pact of Banks and Fl's towards financing of M&A 
activities, and the regulation governing their activities toward 
M&A. 
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The other frequently used rout is: 
Deferred payments: - That is you first take over the assets of 
the firm. Then, beverage than for loans. The meager route 
involving share swap rather than cash deals is also used. 
One new mode that has recently been available to 
corporate is through Euro Issues According to the EGB 
guidelines about 10% of funds generated from Euro -issues can 
be used @ fund takeovers and manger.^^ 
STRUCTURE AND INSTRUMENTS FOR FUNDING 
ACQUISITIONS 
The key distinguishing factor regarding funding negotiated 
vs. hostile takeovers is the level of certainty relating to the funds 
requirement in the two cases .In negotiated takeover of an asset, 
the exact quantum of funds requirement is known. Even in the 
case of negotiated deal for the purpose of acquisition of shares, a 
reasonably accurate estimate of the funds requirement can be 
had as the existing promoters stake being acquired is known and 
a reasonably accurate estimation of the public subscription can 
be made on the basis of the attractiveness of the offer. Thus, the 
funds requirement has an element of certainty .On the other 
hand; a hostile takeover involves great uncertainty on factors 
such as: 
Its success: A bid could be thwarted by a counter offer, refusal 
of institutional support or due to some legal glitch. 
Proportion of capital acquired: A hostile bid may require a 
promoter to strike a negotiated deal with the existing promoter 
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and /or the financial institutions. This adds to uncertainty in funds 
requirement. 
Counter offer: A counter offer may require the company to 
revise its offer price upwards .On account of the certainty in the 
funds requirement for a negotiated takeover, a company can 
seek to fund the acquisition on the basis of its long term gearing 
ratio. This would ensure that the funds are raised at lower costs 
and there is no timing mismatch of the funds as is a risk in bridge 
financing .Due to the uncertainty involved in a hostile bid, it 
makes sense for the bidder to raise funds through short -term 
sources, which could then be substituted by longer term 
instruments such as term loans and equity capital. 
Timing of the funds requirements: An open offer would require 
funds in two branches - first when the offer is announced and the 
second when the issue closes - which could involve a time period 
of 75 - 110 days from announcement of the offer, depending 
upon the urgency with which the company pursues the matter. 
The methods through which funds could be raised in case of 
a negotiated acquisition (long term sources): 
Rights Issue: A rights issue could be made in conjunction with 
the issue of the open offer document for the acquisition of shares 
.The rights issue would need to open for 15 days and would 
therefore be ideal to meet the funds requirement arising on the 
closure of the issue. 
Debenture Issue: A private placement of debentures could be 
made by the company, which would be subscribed to by a host of 
banks and institutions .The debenture issue could be rated by 
CRISIL within a period of 4 weeks and the placement could be 
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completed within another month, thereby raising funds in time for 
the purpose of the open offer The debentures could be securities 
against the existing fixed assets of the company (provided they 
have sufficient margin for the financial institutions to issue an 
NOC ) or against the fixed assets being acquired .Although 
security does not determine the rating of a debenture issue 
.Indian lending has essentially been security backed and it would 
be difficult to place even a well rated paper if it were not backed 
by security. 
Term loan: A company could also raise a term loan from 
organisations such as Citibank and ICICI on the security of the 
existing fixed assets, future cash flows or the assets of the 
company being acquired, provided there is sufficient margin on 
those assets. These loans could be for 3-5 year tenure and 
would carry an interest rate slightly higher than a similar loan for 
project finance. 
STAND OF FINANCIAL INSTITUTIONS 
This section analyses the concerns of the key institutions 
and draws conclusions on the success factors to be kept in mind 
in the event of a hostile takeover. 
The financial institutions can be divided into two classes for 
the purpose of understanding the behavior while voting on hostile 
bid. These classes are lending institutions such as IDBI, ICICI, 
and the IFCI and the investment institutions such as UTI, LIC 
and the GIC. 
All these institutions form a joint committee to make a 
decision on which to support in the event of a hostile bid .A 
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leader amongst these is the IDBI whose nominee generally 
chairs such a committee. 
IDBI prefers to back the existing promoters in the event of 
their having rendered satisfactory performance in the past. This 
is so because it wants to build relationship with the existing 
promoters and does not want to be seen as ditching the existing 
promoters to cash in on short-term gains. Another reason which 
makes them take this stand is that if institutions start supporting 
hostile bidders, it would unleash a regime of fear in which all 
promoters would feel the need to hike their stake to 51% in order 
to ensure that they retain their management control. They may 
not have the funds to do so which would lead to undesirable 
situation in which promoters would have to withdraw money from 
their own companies in order to increase their holdings therein. 
Investment institutions on the other hand are in the 
business of investing to generate profitable returns for the unit 
/policyholders. They are answerable to the individual investors 
and are responsible for realising the value of their investments .It 
therefore becomes extremely difficult for these institutions not to 
subscribe to an open offer if the company making the offer also 
possesses sufficient industry expertise to run the unit profitably. 
Hence the promoter has to make a counter offer not much lower 
than that of the hostile bidder. 
In short, the key success parameter for the hostile bidder 
is pricing. A price at a very high premium can win the support of 
the investment institutions. 
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PLAYERS IN THE INDIAN FINANCIAL MARKET 
• PSU banks such as SBI, PNB and BoB 
• Lending institutions such as IDBI, ICICI, IFCI 
• Foreign banks such as Citibank and ANZ 
• Investment institutions like UTI, LIC and the GIC 
• NBFCs such as GE Capital 
• Newly set up private sector banks such as HDFC Bank and 
Indus Ind Bank. 
Lending Institutions: 
Industrial Development Bank of India: 
IDBI's reasoning against funding of acquisitions is that in a 
growing economy such as India, an institution such as IDBI 
would prefer to use it's limited funds for the purpose of capacity 
creation rather than exchange of assets. Further being an 
organisation directly answerable to the government, It is averse 
to taking aggressive steps in funding an activity on which there 
are no specified government guidelines. This reasoning prevents 
IDBI from entering into takeover funding in a big and publicised 
manner. 
ICICI: 
The institution is looking at acquisitions as a means of 
lowering or preventing further rise in NPA. These measures are 
taken at the asset reconstruction cell and they regard 
acquisitions as a means of restructuring their portfolio and 
recovering their money. This can be achieved by facilitating 
mergers of companies showing bad results or poor management 
ability. They have already reported a recovery of Rs.300 crores. 
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On another level ICICI is looking at acquisitions as a 
profitable lending activity. However it has not evolved any 
specific policies for this purpose The company would be willing 
to look at any proposal whether hostile or negotiated as long as it 
feels that the acquiring company would be in a position to add 
greater value to the operations of the company being taken over. 
ICICI is willing to look at medium term loans for duration 
ranging from a year to 5 years. ICICI is willing to look at any kind 
of tailor made or standard instrument for the purpose of funding 
once convinced of its viability. 
The institution does not lend without security .The 
securities it would be willing to consider for funding acquisitions 
are existing fixed assets (if they have to sufficient margins on 
their existing assets), securitisation of the future cash flows and 
also security of the assets being taken over. However, the most 
important consideration would be the cash flows of the future 
operations through which the loans would have to be repaid. 
Investment Institutions 
Unit Trust of India: 
The largest investor in the Indian financial markets, the UTI 
does not look forward to subscribing to any special instruments 
for the purpose of funding acquisitions. UTI would emerge as an 
important source of funds for companies seeking to take out 
bridge loans by means of an equity issue .The institution is a 
large investor in companies' equity and would be willing to take 
up a preferential issue of equity shares should it be convinced of 
the viability of the acquisition in the long run. This would be 
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possible only if the institution does not already hold a substantial 
portion of the acquiring company's equity. 
Banks 
Banks are specifically prohibited from funding for the 
purpose of acquisition of shares vide. The RBI circular no. DBD -
FOL .BC.100/C.249-83 dated December 1983.This prevents 
them from entering into funding of acquisitions in a big manner. 
However, it is believed that at a recent meeting of the RBI 
governor with the heads of large PSU banks and financial 
institutions, the governor with the heads of large PSU banks and 
financial institutions, the governor had stated that funding of 
acquisitions could be undertaken on a selective basis by the star 
PSU banks and financial institutions. 
The banks covered for the purpose of this study can be 
broadly classified into three categories for the purpose of this 
study - (Citibank, Bank of America, ANZ, and Deutsche Bank), 
PSU banks (SBI and Bol) and the newly set up private sector 
banks (GTB and Indus Ind). 
Public sector banks: 
SBI, the leader amongst the PSU banks has approached 
the RBI with a request to evolve guidelines on the funding of 
acquisitions. Thus, none of the PSU banks are willing to look at 
acquisition funding till the RBI evolves guidelines thereon. 
The bank could be convinced by a client with extremely 
good banking relations to extend short term funding in the form a 
working capital loan or by allowing the client to draw down upon 
the existing cash credit limits, but would not be willing to step out 
of line beyond that point. 
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The other PSU banks are looking towards the SBI to first 
commence the funding of acquisitions and would only then be 
willing to look at such funding activities. 
Smaller private banks 
The smaller private banks actually have tremendous 
potential as fund suppliers for deals Involving small parties and 
which have a fund size of around Rs. 10 - 20 crores. 
Although banks such as Global Trust and Indus Ind were 
contacted, they do not presently fund any such deals due to the 
absence of RBI guidelines. However, it is possible that such 
banks may be willing to look at such deals if they are approached 
and assured reajsonably high rates of returns. 
Foreign Banks 
ANZGrindlays Bank 
Although the oldest foreign bank in the country with the 
strongest balance sheet, it is conservative on the compliance 
front. However, it admits to have lent money in the form of a 
corporate loan for a short term. A few takeovers were witnessed 
where the acquirer (obviously a big account having good 
relations with the bank) provided only the rating of the target 
company without naming it. Decisions in such cases have to be 
taken in hours and takes the form of unsecured lending. 
ANZ is looking into the possibility of setting up a separate 
fund for the purpose of funding takeovers. Alternatively it could 
use the resources of it's emerging off-shore markets fund for the 
purpose of funding acquisition deals. However, these private 
equity funds typically have hurdle rates of around 35% making it 
no 
prohibitively expensive for the party raising funds and may not be 
preferable if other domestic sources of funds were available. 
Bank of America 
Managerially Bank of America is known to be one of the 
most aggressive multinational banks in the Indian market .It 
makes an attempt to get around RBI restrictions by lending funds 
as bridge loans against a proposed share issue-or by lending for 
a short period as a corporate loan. 
Bank of America has an equity investment fund in the 
form of the global equity investment group. This fund has funds 
set aside on regional basis for the purpose of the bank taking up 
equity exposures for higher returns on the strengths of it's own 
balance sheet. Thus a company could look forward to placing 
equity shares privately for the purpose of setting right the debt 
equity ratio and retiring some of the more expensive short-term 
funds raised at the time of the acquisition. 
Citibank 
Citibank is currently looking at negotiated takeovers .It is 
also looking at entering into these transactions through it's 
finance company, which is not subject to the RBI regulations 
against funding of share acquisition by banks. Thus use of the 
finance company by banks for side stepping these regulations is 
a possibility that needs to be explored for other banks as well. 
Citibank may use mezzanine floor instruments i.e. 
instruments between debt and equity and would consider lending 
for 3-5 years .The mezzanine instruments could be secondary 
rated securities and preference shares which would yield a 
higher rate of return for the transactions while assuming higher 
risks. 
It is believed that Citibank (not the Finance company) had 
extended a short-term unsecured loan against a proposed equity 
issue in the case of India Cements Limited 
Deutsche Bank 
Deutsche Bank has participated in negotiated takeovers 
and does not intend to get into hostile bids. Having faced 
problems in a case it wants to step into it only after the other 
players have established the rules successfully. It will lend 
against encashable securities like promoters' equity or units of 
mutual funds etc.7 
ROLE OF A VALUE CONSULTANT 
Role of a Value Consultant 
Clients Valuation Consultant Purchase /sale of 
Corporations 
Investor Groups 
Individual Investors 
I. Negotiation support 
II. Interface with 
Structuring /Financing 
III. Negotiation Leverage 
-Divisions 
-Subsidiaries 
-Private firms 
Clients who use a valuation consultant can be corporations, 
investor groups, or individual investors. They can be looking to 
buy or sell a division, a subsidiary, or a stand-alone firm. 
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The three roles of a value consultant is explained as 
under: 
First, negotiation support i.e. to make sure that the client 
understands the value of the subject company before sitting 
down at the negotiating table. If on the buy side has to work out 
defensive pricing i.e. buyer wants to pay a price that minimises 
risk .If on the sell side, the seller might want to know the high 
highest possible selling price - known as pricing on the bubble. 
Second, is deal structuring and financing: The valuation 
specialist must also be cognizant of the bigger picture and serve 
the client's interest .The problems generally faced could be 
combining financing decisions with valuation. They either take all 
the financing cash flows or they attempt to build a moving capital 
structure into the discount rate. Mixing investment and financing 
decisions can result in a good financial package, making an over 
priced .On the other hand, others attempt to look at valuation 
question in a vaccum and ignore the bigger context within which 
a deal is taking place. Hence the value consultant should be able 
to see if the timings of the cash flows matches the financing 
package that's being put together and also ascertaining if the 
debt could be paid off in a reasonable amount of time and also 
look at tax consequences. 
Third, role of the valuation consultant is negotiation 
leverage. Helping the client to get a fair price by negotiating with 
the buyer can be an added function.^ 
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TRADITIONAL APPROACH TO VALUATION 
There are three approaches to valuations, which are used most 
widely for the valuation of traditional business namely: 
The Income Based Approach 
The fundamental to income-based approach is the belief 
that the value of the business must be related to the profits it will 
earn and the cash it will generate in the future. Consistent with 
this belief, the two most commonly used methods are the 
capitalization of the past earnings method and the discounted 
cash flow method. The capitalization of earnings method uses 
the past earning patterns to make a judgment regarding the 
future maintainable profits. The starting point is an understanding 
of the business and the identification of the major drivers. In 
some companies, the growth of profits may be attributable to the 
growth in turnover, in others it may be increasing margins or the 
reductions in the costs of inputs or the growth in exports and so 
on. The identification of these factors is not complete unless the 
sustainability of the factor is determined. 
It is also necessary to identify non- recurring or exceptional 
transaction, which have contributed to profits or losses in the past 
and not likely to occur in the future. 
Identification of: following factors is also paramount 
importance before considering valuations: 
• Changes in the nature of the business. 
• Assets and liabilities not integral to business. 
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One test of identification of such assets and liabilities is whether 
that an asset can be disposed off without an impact on the 
continuity of the business 
• Period over which past earnings should be analyzed 
Period should be of relative stability. Period should be long 
enough to give confidence regarding maintainability of the 
earnings but not so long that past eamings become irrelevant. 
Period must encompass at least one full business cycle if 
possible. 
• Selection of the appropriate capitalization rate. 
• Other extemal as well as internal factors 
Whether business is diversified or concentrated. 
• Other tangible or intangibles factors 
• Industry and macroeconomic factors 
• Competition level, Patents, Government regulations. 
Price to Earning Ratio 
Often the price /earning ratio (P/E) of the industry provide 
an indication of the appropriate capitalization factor. However 
these ratios have to be applied with caution. As these ratios are 
affected not only by the companies' performance but also by the 
sentiment in the market. The ratios to be considered at a single 
point in time but must be considered over an appropriate period 
with suitable adjustments for changes in capital structure. 
However, greater the volatility in the market, the greater will be 
the volatility in the P/E ratios over a period. It is also necessary to 
115 
benchmark appropriate the company in the industry and with 
which the business to be valued considered comparable. Finally 
consideration should be given to the fact that published P/E are 
not adjusted for exceptional items in earnings. 
Discounted Cash Flow Method 
The discounted cash flow (DCF) method is based on the 
premise that value of a business is the sum total of the present 
value of all future cash flows. In that sense it overcomes the 
effect of the capital structure on the business value. The method 
estimates the free cash flows for each financial period included in 
the discreet period and discounts this to its present value of at 
weighted average cost of capital (WACC). Aggregate of the 
present values so determined may be termed as the enterprise 
value. 
The free cash flow is defined as the profit before 
depreciation, interest and taxes as reduced by adjusted tax, 
additional capital expenditure and changes in working capital 
Starting point is therefore the estimate of future PBDIT. 
This is often a difficult exercise, which involves a clear 
understanding of the key value drivers of the business as also 
consideration of a number of critical factors. Assumptions are 
made based on an analysis of company's economics, the 
dynamics of the competition in the industry and the underlying 
demand for the company's product. A single set of projections 
may not be sufficient and several scenarios need to be 
developed considering the potential for the new products and 
technologies which will affect the demand, differentiation with 
competitors, changes in the govt, policies, changes in consumer 
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tastes, availability, price of raw materials, likely changes in tariffs 
and so on. 
Final value determined under DCF valuation is largely 
influenced by the continuity value. In case of cyclical industries 
the discreet period should at least encompass the whole 
business cycle. 
The Market Related Approach to Valuation 
Under the market related approach, the value of a business 
is determined by a comparison of relevant accounting ratios 
computed for the business with the ratios of publicly traded 
companies in similar lines of business. The ratios normally used 
are Price/Earnings (P/E), Price/Book value (P/BV), and 
Price/Tu mover (P/T). 
Another market related approach is to identify actual sale 
transaction, which has taken place, and to benchmark these. In 
both the approaches the major difficulty arises in identifying a 
company, which can be considered as comparable with the 
business, which is being valued. As no two businesses are 
identical, it becomes necessary to apply the discount or premium 
for the dissimilarity and the subjectivity involved in the selecting 
an appropriate rate of discount and premium could significantly 
affect the value of a business. 
In the underlying asset approach, three methods are 
generally used namely 
• The liquidation value method 
• The replacement value method 
• The net asset value method 
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The first two are rarely used but the net asset value method 
is often used in conjunction with the earning based methods. It 
proceeds on the premise that operating assets do not have a 
value different from the capitalized value of the profits they can 
generate and since under the earnings methods, depreciation 
and interest are calculated on book value of fixed assets, these 
values cannot be changed when the asset based method is used 
in conjunction with the earning based methods. However, since 
the non-operating assets do not influence the value determined 
under the earnings based methods, these can be valued at their 
net realizable value. 
Methodology of the valuation 
Price of the merged entity is arrived by two different 
valuation techniques: 
• Discounted earnings method 
• Market based approach 
These techniques have been discussed above in detail. 
After receiving two different prices both of them have been 
averaged to reduce the impact of overpricing which could have 
come as the market based approach. Is based on standard P/E 
multiples.^'' 
DCA NORMS 
DCA drafts norms for merger valuations 
The department of company affairs has decided to bring 
transparency in regulations governing mergers and 
amalgamations of companies by stipulating standardized 
guidelines to be followed statutorily by companies planning such 
mergers. 
The guidelines, to be notified under the Companies Act, will 
prescribe rules to be followed for the valuation of shares of 
merging entities. At present, under Sections 391-394 of the Act, 
high courts enjoy discretion over clearances for M&As and there 
is no prescribed formula or method for valuation. 
Top DCA officials said that the absence of statutory 
guidelines made the issue vexed with different companies 
employing different assumptions for arriving at valuations of 
shares. 
Explained a top DCA official: "When a scheme of 
arrangement is filed with the regional director (RD) for a merger 
between two companies, one company pays another by way of 
its shares for their merger, it has come to the notice of the 
department that the valuation of these shares for such 
transactions is inappropriate and tailored to suit the promoters." 
"Shares of companies that have a heavy promoter stake 
are assigned high values and those of companies with heavy 
public holdings are assigned low values. The broad guidelines 
will specify how the RD should handle the situation so that the 
small investor does not get fooled." 
The official further said that the decision was taken after the 
department received a complaint of under valuation of the shares 
of RPL for its proposed merger with RIL. He, however, clarified 
that the proposed merger had already been approved by the 
High Court.^^ 
FIRM VALUATION 
The difficulty in analysing and bringing about a merger is 
the process of placing a Value on the Acquired (vendor firm) firm. 
The value of the firm not only depends on its earning capabilities 
but also upon the operating and financial characteristics of the 
acquiring firm. As a result no single dollar or rupee value exists 
for a company. Instead a range of values is determined that 
would be economically justifiable to the prospective acquirer. The 
final price within this range is then negotiated by the firm's 
managements. 
To determine an acceptable price for a corporation, a 
number of factors are carefully evaluated. The objective of the 
acquiring firm is usually to maximise the shareholders wealth 
(Stock Price). However, quantifying the relevant variables for the 
purpose is a difficult task. For instance, the primary reason for a 
merger might be to acquire managerial talent or to complement a 
strong sales force with an excellent production department. The 
potential synergistic effect is difficult to measure using the 
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historical data of the companies involved. But in order to place a 
value on the firms however arbitrary they happen to be, the 
following methods are used: -
Book Value (BV) 
The BV of a firm's net worth is the balance sheet amount of 
the assets less its outstanding liabilities, or, in other words, the 
owner's equity. For example if a firms historical cost less 
accumulated depreciations RS. 10cr and the debt totals Rs. 4cr, 
the aggregate BV is RS. 6cr. If 100000 shares are outstanding, 
the BV per share is Rs. 60 ( 6,000,000 /100,000 ). BV does not 
measure the true market value of a company's Net Worth 
because it is based on the historical cost of the firm's assets. 
Seldom do such costs bear a relation to the value of the firm or 
its ability yo generate earnings. Although the BV of a firm is 
clearly not the most important factor, it should not be completely 
overlooked. It can be used as a starting point to be compared 
with other analyses, also a standing of the firms working capital is 
particularly important & necessary in acquisitions involving a 
business consisting primarily of liquid assets such as Financial 
Institutions. Furthermore, in Industries where the ability to 
generate earnings requires large investments In such Items as 
steel, & petroleum the BV could be a critical factor, especially 
where P & M are new. 
Appraisal Value (AV) 
An AV of a company may be acquired from an independent 
Appraisal Firm. The techniques used by appraisers vary widely, 
however the value is closely tied with replacement costs. The 
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method of analysis is not adequate by itself, since the value of 
individual assets may have little relation to the firm's ability to 
generate profits & the going concern value. However, the AV of 
the enterprise may be beneficial when used in Organisations with 
other valuation methods. Also, AV may be an important factor in 
special situations such as Financial Companies, Natural 
Resource enterprises or organisations that have been operating 
at a loss. 
The use of AVs does yield certain other advantages. The 
appraisal by independent appraisers may permit the reduction of 
accounting Goodwill by increasing the recognised worth of 
specific assets. Goodwill results when the purchase price of the 
firm exceeds the value of individual assets. 
Suppose a company having a BV of Rs. 60000 is purchased for 
Rs. 100000 ( Rs. 40000 is Goodwill). The Rs 60000 BV consists 
of Rs. 20000 in Working Capitaland Rs. 10000 In fixed assets. 
However, an appraisal might suggest that the current values of 
the assets are Rs. 25000 & Rs. 55000 respectively. The Rs. 
15000 ( 55000 - 40000 ) in fixed assets permits the acquiring 
firm to record a larger depreciation expense than would 
otherwise be possible , thereby reducing taxes . 
A second reason for the appraisal is to provide a test for 
the reasonableness of results obtained through methods based 
upon the going concern concept. 
Another reason for AV is that the appraiser may uncover 
strengths and weaknesses that otherwise might not be 
recognised, such as in the valuation of patents, secret processes 
& partially completed R&D experiments. 
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The AV procedure is generally worthwhile when performed 
in conjunction with other evaluation process. In specific instances 
it may be an important instrument for value a corporation. 
Stock Market Value (SMV) 
The SMV as expressed by the stock market quotations 
comprises another approach for estimating the net worth of a 
business. If the stock was listed on a major stock exchange, such 
as BSE, and is widely traded, an appropriate value can be 
established as the basis of Market Value. The justification is 
based upon the fact that the market quotations indicate the 
census of investors as to a firms earning potential & 
corresponding risk. 
The SMV approach is one of the most frequently used in 
valuing large corporations. But this value can abruptly change. 
Therefore computations by market analysis are not the sole 
determinant of value. Analytical factors compete with purely 
speculative factors and are subject to people's sentiments and 
personal beliefs. The market is not a weighing machine, on which 
the value of each issue is recorded by an exact and impersonal 
mechanism, in accordance with specific qualities. It is infact a 
voting machine, where countless individuals register their 
choices, which are in part a result of their reason and emotion. 
In conclusion the SMV approach is the most widely used 
method for determing the worth of the firm, with 1 0 - 2 0 % 
premium above the MP often being required as an inducement 
for the current owners to sell their stock. Even so, executives 
who place their entire reliance on this method are subject to an 
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inherent danger of market psychology especially in a yet to 
mature market like India. 
Factors affecting the Value of a Firm 
1. General Market Factors 
2. Individual Factors 
A. Speculative Factors 
a. Technical 
b. Manipulative 
c. Psychological 
B. Investment 
a. Future Value factors 
i. Management & regulation 
ii. Competitive Conditions 
iii Possible changes in volumes , price & 
costs 
b. Intrinsic Value Factors 
i. Earnings 
ii. Dividends 
iii .Assets 
iv. Capital structure 
V. Terms of Issue 
vi. Others 
All these factors shape the overall attitude of the public 
towards the Issue, based on which bids and offers are made, 
which intern determines the market price.^^ 
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FINANCING DECISION 
Promoters are known to resort to mergers in order thwart 
takeovers The mergers are 7 potent shields for this purpose. 
The era of the 80's prompted many companies to dilute their 
holdings in order to obtain cheap capital and this was an 
extremely valid option as long as the threat of takeovers was not 
a large one. 
In the changed environment of today, companies are 
becoming increasingly insecure about their control and especially 
so after the entry of multinationals. This has fuelled the ongoing 
drive to strengthen the hands of the promoters and thereby give 
them management control. The increased market capitalization 
will therefore serve as the first line of defense such that the cost 
of equity is raised in a single stroke as well as the company 
emerges as a more powerful one in terms of financial muscle. An 
example which can be considered in this regard is the merger in 
the Jindal group.The merger raised the share price of the merged 
company and the equity base of the merged company was raised 
to substantial levels. 
The second line of defense that the company can build up 
is through the swap ratio such that the promoters can 
significantly gain and thereby raise the level of their holdings in 
this manner. This is especially true of the Nanda family, which 
has gained control of Escorts in a firmer manner following the 
merger. This was also resorted to by the Ambani family in order 
to raise their stake in the Reliance industry. 
So far we have talked of mergers benefiting promoters. 
This makes us consider the question as to whether the merger 
benefits shareholders. Mergers enable a company to correct it's 
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equity to debt ratio and thereby achieve the correct leverage ratio 
in order for it to fund new projects. N4ergers enable a company to 
raise its ratios to desirable level and the impact of this is shown in 
the price of the shares of the merged entity. The P-E multiple of 
the company tends to rise with the EPS not affected negatively 
by the move. This also enables the company to draw greater 
funds from the market, as the company is now able to attain 
critical mass. Such has been the motive behind the BPL group 
companies merging. 
No merger can be successful unless the synergy between 
the merging companies is missing .The merger can also fail 
incase the companies lose focus of their core competencies and 
diversify to an extent they lose control. The cultural fit of 
companies which propose to merge is essential as this can 
decide whether the merger succeeds or fails. Mergers however 
should not be used to hide inefficient units and merely divert cash 
flow from cash rich companies to bank roll projects, which have 
become unviable but are close to the management's heart. 
Another factor that has been relatively down played during the 
course of the discussion is the labour factor. Disparity in 
compensation, productivity can lead to problems, which the 
company must sort out in the pre-merger phase. 
Another thing that must be kept in mind is that the merging 
companies must make it extremely clear the labour policies that 
they intend to follow and the number of wori<ers that they intend 
to keep and thus also the number of workers they intend to layoff. 
This shall prevent unnecessary legal and labour hassles from 
taking place. This was witnessed in the HLL-BBIL merger where 
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the BBIL union protested against the merger. This was however 
sorted out later by the company 16 
VALUATION OF M&A 
Valuation 
There are several approaches to valuation. The 
important ones are the discounted cash flow approach, the 
comparable company approach, and the adjusted book 
value approach. Traditionally, the comparable company 
approach and the adjusted book value approach were used 
more commonly. In the last few years, however, the 
discounted cash flow approach has received greater 
attention, emphasis, and acceptance. This is mainly 
because of its conceptual superiority and its strong 
endorsement by leading consultancy organizations. 
The discounted cash flow approach to corporate 
valuation involves four broad steps: 
. Forecast the free cash flow 
• Compute the cost of the capital 
• Estimate the continuing value 
• Calculate and interpret results 
This section makes an attempt to highlight the special 
issues in valuing takeovers and determining how to optimise the 
value generated. The idea behind is that the acquisition must 
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enable the company to achieve the same objectives as it 
intended to with its strategies. 
The use of M&A as a corporate strategy for restructuring 
acts as a tool for increasing value through efficiency gains, and 
move resources to their best users. 
The management challenges for any corporation is to 
optimise the allocation of scarce and expensive resources such 
as capital, labour, research, training and time in order to increase 
productivity. Among the various options available, the 
management must assess the viability of each option to achieve 
long-term profitability. As with any form of restructuring, M & A 
too should be placed within the framework of long range strategic 
planning. 
Rule of thumb: buying and selling businesses, and bringing in 
accompanying changes in the management should be 
undertaken if m & a will yield value to the respective companies. 
Post M&A economic gain, or synergy, will be generated only if 
the two companies are worth more together than apart. 
The Discounted Cash Flow model (DCF) capture all additional 
future value .The basic motives can be considered as an attempt 
to create value. 
The equation : 
Synergy = Combined Value of Post -m&5^& B (Value of 
the company A + 
Value of company B) 
The merger is economically justified only if the synergy is 
positive. 
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There are certain costs to an M&A maneuver: the price, the 
opportunity the cost of acquisition and softer issues such as 
culture clashes, integration friction et al, all of which leads to a 
price having to be paid by the companies coming together. While 
it's not easy to factor these in, a realistic assumption can be 
made and the cost of acquisition can be worked out 
Premium = Price over market value + other costs of 
integration 
Therefore, actual value derived from the acquisition 
Net Value gain = Synergy - Premium 
This explains that mergers will fail if the expected synergy 
does not exceed the premium, thereby creating no value for the 
bidder: 
The additional value from synergy can come from a variety 
of sources: 
Operational Synergy 
The key to the existence of synergy is that the target firm 
controls a specialized resource that becomes more valuable if 
combined with the bidding firm's resources. The specialized 
resource will vary depending on the type of merger. 
In horizontal mergers: 
When two firms in the same line of business merge, the 
synergy gains come from some form of economies of scale, 
which reduce costs, or from increased market power, which 
increases profit margins and sales. Examples of horizontal 
merger would include some mergers in the financial sector -
Bank of America and Security Pacific. 
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In vertical mergers: 
When a firm acquires a supplier of inputs into it's 
production process or a distributor or retailer for the product it 
produces it is involved in vertical merger The primary source of 
synergy comes from controlling the chain of production. 
Synergy can be valued. While it is true that valuing synergy 
requires assumptions about future cash flows and growth, the 
lack of precision in the process does not mean that an unbiased 
estimate of value cannot be made to value synergy, two 
fundamental questions need to be answered in as much detail 
as possible. These are: 
LWhat form the synergy is expected to take? Will it reduce 
costs as a percentage of sales and increase profit margins (as is 
the case when there are economies of scale)? Will it increase 
future growth (as is the case when there is increased market 
power)? 
2. When can the synergy be reasonably expected to start 
affecting cash flows (will the gains from synergy show up 
instantaneously after the takeover? If it will take time, when can 
the gains be expected to start showing up?) 
If these questions are answered, the value of synergy can be 
estimated using an extension of DCF techniques in the following 
sequential procedure. 
First, the firms involved in the merger are valued 
independently by discounting expected cash flows to each firm at 
WACC for that firm. 
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Second, the value of the combined firm, with no synergy, is 
obtained by adding the values obtained for each firm in the first 
step. 
Third, the effects of synergy are built into expected growth 
rates and cash flows, and the combined value is revalued with 
synergy The difference between the value of the combined firm 
with synergy and the value of the combined firm without synergy 
provides a value for synergy. 
Financial Synergy: 
Financial synergy leads to channeling of cash/resources from 
unattractive to attractive industries. Also rising marginal revenue 
can be measured by improved return on investment. 
1.Diversification: A firm can reduce the variability in its earnings 
by diversifying into other industries. And a lower variability in 
earnings can increase debt capacity and thus value. 
2.Cash slack: Some managers may reject profitable investment 
opportunities if they have to raise new capital to finance them. It 
may make sense, therefore, for a company with excess cash and 
no investment opportunities to take over a cash -poor firm with 
good investment opportunities, or vice-versa .the additional value 
of combining these two firms lies in the present value of the 
projects that would not have been taken if they had stayed apart 
but can now be taken because of the availability of cash. 
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3Tax Benefits: There are several possible tax benefits that may 
accrue from takeovers. First, if one of the firms has tax 
deductions that it cannot use because it is losing money, while 
the other firms has income on which it pays significant taxes the 
combining of the two firms can lead to tax benefits that can be 
shared by the two firms The value of this synergy is the present 
value of the tax savings that accrue because of mergers, leading 
to higher tax savings from depreciation in future years. 
4.Debt Capacity: If the cash flows of the firms are less than 
perfectly correlated, the cash flow of the combined firm will be 
less variable than that of the individual firms. This, it is argued will 
lead to an increase in debt capacity and an increase in the value 
of the firm. This however has to be weighed against the 
immediate transfer of wealth that occurs to existing bondholders 
in both firms from the stockholders. This is so because the 
bondholders in the pre-merger firm s find themselves lending to a 
safer firm after the takeover .The coupon rates that they are 
receiving are based upon the riskier pre-merger firms .If the 
coupon rates are not renegotiated, the bonds will increase in 
price, making the bondholders wealthier at the expense of the 
stockholders. 
Valuing a business acquisition opportunity 
The acquisition price is driven by: sales growth rate, 
operating profit margin, income tax rate, fixed capital investment, 
working capital investment, hurdle rate, and residual value.^^ 
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METHODS OF VALUATION 
Primary methodology 
Earnings based 
• Discounted cash flow 
• Dividend yield 
Asset based 
• NAV 
• Replacement cost 
Market based 
• Comparable multiples (price -earnings, price-sales, price-
book value) 
In valuing firms the tool used most frequently is the 
discounted cash flow method, which is discussed below. 
Discounted cash flow method 
This is the most accepted method of valuation of a 
company. The DCF model values the equity of a company as the 
value of company's operations (the entity value that is available 
to all investors) less the value of debt and other investor claims 
that are superior to common equity (such as preferred stock). 
The values of the operations and debt are equal to their 
respective cash flows discounted at rates that reflect the 
riskiness of these cash flows. 
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steps in a Valuation 
Analyse historical performance 
•:• Calculate Noplat and Invested Capital 
•:• Calculate value drivers 
•:• Develop an integrated historica! perspective 
• Analyse financial health 
Forecast Performance 
• Understand strategic position 
• Develop performance scenario 
• Forecast individual line items 
• Check overall forecast for reasonableness 
Estimate Cost of Capital 
<* Develop target market value weights 
• Estimate cost of non-equity financing 
• Estimate cost of equity financing 
Estimate continuing value 
• Select appropriate technique 
• Select forecast horizon 
• Estimate the parameters 
<• Discount continuing value to present 
Calculate and interpret results 
• Calculate and test results 
• Interpret results within decision context 
Value = Present value of cash flow explicit + Present value of 
cash flow after 
explicit 
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Computation of Free Cash Flow 
Free Cash flow Forecast 
period 
Earnings before interest and tax (EBIT) 
Cash taxes on EBIT 
Net operating profit less adjusted 
taxes (NOPLAT) 
Depreciation 
Gross cash flow 
Change in working capital 
Capital expenditures 
Increase in net other assets 
Gross Investment 
Operating free cash flow 
Cash flow from non operating 
investments 
Cash flow available to investors 
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Computation of the cost of Capital 
Source of 
capital 
Debt 
Equity 
WACC 
Proportion 
of total 
capital 
Opportunity 
cost 
Tax Rate After 
Tax 
cost 
Contribution 
to weighted 
average 
Two discounted Cash Flows Models for Takeover valuation: 
The two most prevalent forms of DCF analysis applied to 
company valuation are 
(i) Free cash flows, weighted average cost of capital 
(ii) Equity residual cash flows cost of equity. 
In both cases, a finite horizon is chosen with a terminal 
value estimate proxying for value at the end of the planning 
horizon. 
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Free cash flows .weighted average "cost" of capital: 
n 
Vf = FCF TVF 
t=1 t n 
(1+Kw ) (1 +Kw ) 
Where 
FCF = Free cash flow prior to debt service 
Kw = Weighted average cost of capital 
TVF = Terminal value of entire firm 
n = planning horizon in years 
Vf = value of the firm 
The free (operating) cash flow approach focuses on 
incremental cash flows prior to debt service and estimates the 
value of the value of the entire finn Vf. As a result the value of the 
equity (VE) is determined by subtracting the value of debt (Vd) 
from the total firm value : Ve = Vf - Vd .The appropriate discount 
rate is a weighted average cost of capital (Kw) appropriate for 
business risk and financial structure of the cash flows offered by 
the target. The target's cost of capital (not the buyer's) is typically 
a useful starting point for estimating Kw, but the analyst faces 
challenges in that the prospective cash flows may incorporate 
operating synergies (perhaps different in prospective risk than 
the target's existing operations). Furthermore, proposed changes 
in capital structure can affect Kw. The logic of free cash flow 
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approach is to handle financing issues in the discount rate and 
focus on the value of the entire firm. Given possible wealth 
transfers one must be specially careful in valuing the debt being 
subtracted from Vf if a reasonable estimate of the equity value is 
to be obtained .A market value of debt must be subtracted. 
Equity residual cash flows , "cost" of equity: 
Ve = ECF TVE 
t n 
(1+Ke) (1+Ke) 
ECF = Equity cash flow, after debt service 
TVE = Total Value of Equity 
Ke = Cost of equity capital 
Ve = Value of equity = Vf - Vd 
This approach focuses directly on the residual cash flows to 
equity. Such an approach therefore looks at equity cash flows 
after debt service and is particularly suitable to situations where 
capital structure is intimately linked to the proposed transaction 
(such as an LBO). Discounting these equity residual cash flows 
by a cost of equity appropriate for the business and financial risk 
of the residual flows gives a direct estimate of the value of equity 
A particularly nettlesome challenge is appropriately adjusting the 
cost of equity for risk as more debt is used under ideal conditions 
and consistent assumptions, the free cash flow and equity 
residual approaches will yield the same value of equity, but in 
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practice, they both pose substantial and slightly different 
challenges 
Key issues for both are :(l) the estimation of terminal 
values, (ii) the nature of incremental flows, (iii) the value of future 
options and (iv) the choice of currency to be used. 
DCF Business Valuation -An iterative Process 
Valuation Model 
Projection 
(Range of 
assumptions) 
V 
Jlesidual 
'.alue 
(Range of 
gomg out 
nuiltiples) 
~7^ 
Discount rate 
(range ) 
Indicated value 
A 
Valuation Crosschecks 
Implied Going -ii i 
multiples 
/ 
Implied 
Pa>back 
period 
* • 
\ 
Going -in 
\"S 
Gomg -011 
multiples 
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The first step is the valuation model, with projection based 
on a range of assumptions on margins, growth, capital 
expenditures etc. a discount rate range derived from any number 
of techniques; and a residual value based on a range of going 
out multiples The lines indicate that each of the variables, while 
developed thorough independent analysis, is also related to the 
other variables The three variables are combined in a way that is 
consistent with both the independent analysis and their 
interrelationships ,resulting in an initial value indication . 
Step 2 tests the reasonableness of this value indication. 
Three valuations crosschecks are utilised: implied going in 
multiples, implied payback periods, and the relationship between 
going in and going out multiples. A going in multiple relates the 
value indicated by the discounted cash flow model to a current 
earnings stream, implied payback periods are one of the most 
pervasive guidelines used today; as investors are at risk and 
want their money out in a reasonable period of time. A going-
out multiple is the multiple implied by the assumed residual 
value. 
One must vary the three valuation model variables within 
their ranges, perhaps re-evaluate the derivation of these ranges, 
and often rethink assumptions regarding reasonable values for 
each cross check variable. This process continues until all the 6 
boxes, each of the relationships within the valuation model and 
valuation crosschecks, and connection between the model and 
the cross checks all make sense at the same time. After getting 
to this point some additional sensitivity analysis is done to come 
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up with what a reasonable range of value might be. This is the 
discounted cash flow approach viewed as an iterative process. 
Calculation Of the Terminal Values 
The assumptions of the terminal value are critical because it 
depends on two factors: 
1. The life of the business acquisition "project" is essentially 
infinite 
2. When a growing business is acquired, the cash flows are 
often relatively small (sometimes even negative) for the 5-
15 year planning horizon usually used in a capital 
expenditure analysis 
In a business acquisition terminal value should represent not less 
than a majority of the total present value of the transaction. 
Approach 1: 
Terminal value as a growing perpetuity cash flow 
Assumptions 
Cash flows for five years are worked out 
Cash flows grow at 5% 
C 5 cash flow to capital for the 5th year 
r -cost of capital / rate of return 
g-growth rate 
Present value to capital for the first five years (assuming there 
is no growth after the first five years.) 
Terminal Value (TV) = C5*(1+g) 
( r - g ) 
141 
Present Value of the TV = TV * 1 
5 
(1+r) 
Total present value for the capital = PV to capital for first five 
years + PV of the invested in the business TV 
Approach 2 
Terminal Value as a Stable perpetuity cash flow 
If we assume no growth in sales after the fifth year NPV 
changes (rises) 
The difference arises in the terminal value calculation. With 
no growth, cash flow to capital for each year beyond the fifth year 
will exactly equal depreciation. Total capital will not need to grow 
anymore 
Note that when forecasting a rate of sales growth different 
in the future from that of immediate prior, a new cash flow to 
capital figure (reflecting the changed growth assumption for the 
terminal year) must be calculated. 
Approach 3 
Terminal value for a business can be calculated by 
Forecasted terminal -year book value of invested capital * 
appropriate market value/book value 
Unless the profitability of the business is expected to change 
over time, the current market value/ book value for the business 
is generally utilised. 
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Total present value = PV of total invested capital in the fifth 
year + PV of the cash flows to capital during the five year period 
If we expect a significant shift in the spread separating the firm's 
profitability from it's capital cost overtime, the market value / book 
value ratio would be revised accordingly 
Approach 4 
This method assumes a liquidation of assets of the 
business at the end of last year of the planning horizon. 
Percentage of the recovery in liquidation should be discounted to 
arrive at PV of the terminal value. Add PV of the cash flows for 
the five-year period. 
While most businesses are not acquired with liquidation in 
mind, it is important to compare the liquidation scenario and the 
strategy of operating the business beyond the planning horizon.^^ 
Conclusion 
This chapter has described different techniques for the 
valuation of target companies. All valuation models suffer from 
varying degrees of imprecision and unreliability. One of the 
important consideration in choosing the method is its impact on 
the reported profits of the group after the acquaint. 
So this chapter has examined the alternative methods of 
financing an acquisition. Historically, cash has been generally the 
most popular method; although when the stock market is high 
there is a shift to share exchange. Use of debt securities is not 
very popular. 
The choice of payment currency depends upon a variety of 
considerations, including the tax implication. Concern about 
earnings dilution and the impact on financial risk. Deferred 
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payment as a way of overcoming some of the problems 
associated with a cash or share offer has been discussed, and its 
own shortcomings have been highlighted. 
In the next chapter SEBI's guidelines on M & A has been 
discussed. 
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Securities Exchange Board of India (SEBI) 
The SEBI was established on April 12, 1988 through an 
administrative order, but it became a statutory and really powerful 
organisation only in 1992 when CICA was repealed and the office 
of the Controller of Capital Issues was abolished. Government of 
India (GOI) issued an ordinance on 30th Jan 1992 and pursuant 
to this ordinance SEBI was set up on 21st Feb 1992. The SEBI 
Act replaced this ordinance on 4th April 1992. 
The regulatory powers of the SEBI were increased through 
the Securities Laws (Amendment) Ordinance of January 1995, 
which was subsequently replaced by an Act of Parliament. SEBI is 
under the overall control of the Ministry of Finance. Its Head Office 
is at Mumbai (formerly Bombay). It has since become a very 
important constituent of the financial regulatory framework in 
India. 
SEBI's governing board comprises of the Chairman, two 
members from the ministries of the central government dealing 
with finance and law, two professional members with experience 
or special knowledge of securities market, and one member from 
the RBI. All members, except the RBI member, are appointed by 
GOI. Their terms of office, tenure, and conditions of service is also 
laid down by GOI. It can also remove any member from office 
under certain circumstances. 
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GOI is empowered to supersede the SEBI in any of the 
following cases: 
• f it is deemed to be expedient in public interest 
. If SEBI's board is unable to discharge its functions or duties 
. If it persistently defaults in complying with any direction issued 
by the government 
. If it's financial position and administration deteriorates. 
M&A offers tremendous opportunities for companies to 
grow and add value to shareholders' wealth. M&A is a strategy 
for growth and expansion. M&A increase value and efficiency 
and thereby increase shareholder' value M&A is a generic term 
used to mean many different types of corporate restructuring 
exercises. 
SEBI - The Regulator 
This section tries to point out that In a capital market where 
regulation is at an evolutionary stage, it is inevitable that actual 
events prove an important input to improve upon the regulatory 
framework. 
Hence it is imperative for the long-term development of the 
takeover market to make it obligatory for the acquirers to set out 
future plans for the target company and how the acquirers 
propose to implement such plans. The shareholders will be able 
to evaluate the whether the new management can add value or 
not. 
Clarity required: SEBI should come out with guidelines, which 
clearly and explicitly mention the statutory approvals, which have 
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to be mandatory obtained under different laws as well as 
regulatory bodies. Also all the provisions for escrow should be 
provided and the offer document should not only contain 
information about financial resources including details about 
regarding the sources of funds - from banks, financial institutions 
or from any foreign source.'' 
TAKEOVERS 
A takeover may be generally understood to mean the 
acquisition of a certain number of shares of an existing company, 
which enables the acquirer to exercise control over the affairs of 
he company. In a takeover, an offer is made to the holders of 
securities carrying such rights, to acquire their securities for a 
consideration. 
The primary purpose of such can offer could be for seeking 
management control of the company or consolidate existing 
control over such company. The acquisition of shares may take 
place in differing circumstances based on which takeovers can 
be classified as 'Friendly', 'Hostile' or 'Bailout't takeovers. 
In Friendly takeovers, acquisition of shares takes place with 
the approval and agreement of the existing management usually 
through negotiations. When a person, a corporate entity or a 
group of persons acting in concert acquire shares for the open 
market or by negotiations without the company, then such a 
takeover can be termed as a Hostile takeover. A bailout takeover 
involves taking over of some potentially sick company in which 
large amounts of institutional funds are locked up and substantial 
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public interest is involved. Generally a change in the 
management in such a company is perceived to help bring about 
revival of the unit. 
Ordinarily, a takeover means acquisition and both the terms 
are used interchangeably. The company which proposes to 
acquire another Company is known variously as a predator, 
offeror, corporate raider etc. The company which is being 
acquired is known as an offeree, acquiree, target etc. 
TAKEOVER TACTICS AND DEFENCE STRATEGIES 
Takeover tactics are as follows: 
1. Secret accumulation 
Purchase sizeable stakes through open market operations, 
using the services of arbitrages and finance firms. Don't lodge 
the shares immediately to preserve the secrecy around the 
buyer's identity. Gather up to 10% of the stock before showing 
your hand so that the open offer for additional shares is made 
from a position of strength. 
Make private bids to small, but corporate, shareholders 
alongside the open offer to ensure acceptance, and secure their 
support. Aware of the stock being amassed, but unable to prove 
officially that a predator is at work, the target company will open 
itself to negotiations. Then, at the negotiating table, leverage for 
the best possible deal. 
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2.Two tier bid 
Stagger the bid over two stages, start with cash offers for 
over 50% of the stock held by each shareholder of the target 
company. Offer to buy the rest at far lower price. Shareholders in 
such a situation would prefer to sell. In case the response is not 
suitable, a revised offer could be made by adding some extra 
benefits, which would increase the gains for the sellers. 
3.Conditional bids 
Accompany the open offer for shares with an offer to the 
target company to arrive at a negotiated settlement, perhaps at a 
higher price per share than that made in the open offer .The 
option of exit through a conditional bid as well as leeway for 
making a revised bid at a different price would ensure that you 
are not locked into your original offer if your conditions are not 
met and threaten the target. 
4.Asset buyouts 
Instead of bidding for the target company make an offer to 
acquire its most valuable assets i.e. either the plant or the 
machinery, or the distribution network or the brand, which will 
fulfill the acquirers strategic objective. The benefits include 
simple valuation, easy availability of finance and quick 
completion of the transaction. 
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5. Dawn Raid 
Where brokers swoop down on the stock exchanges at the 
time of their opening and buy up all available shares swiftly, 
before the prey reacts. 
6.Bear Hug 
This involves sending the target company's management a 
tender offer for its shareholders at an attractive price and warning 
them to act in the interest of the shareholders. 
7.Saturday night special 
This is a tender offer made over the weekend, giving 
management 7-10 days to respond. This subsequently came to 
be known as 'Godfather offer ' i.e. an offer that cannot be 
refused.^ 
SALIENT FEATURES OF SEBI's TAKEOVER 
REGULATIONS 
• Acquirer holding more than 5% of the shares in a company 
must disclose its shareholding to the company and all stock 
exchanges where the scrip is listed. 
• In a negotiated takeover, acquirer cannot acquire more than 
10% shares in a company unless it makes a public offer for 
another 20% of shares. 
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» The 20% minimum mandatory offer allowed to be lowered, but 
conditional on a level of acceptance, provided 50% of 
consideration payable under the public offer is deposited in an 
escrow account. 
' Creeping acquisition of 2% per year in case of holding not less 
than 10%andupto51%. 
Consolidation of holdings above 51 % triggers public offer. 
Change in control triggers public offer. The term control 
defined as the right to appoint majority of directors /right to 
control the management or policy decisions. 
Minimum offer price to be the highest of 
a) Negotiated price 
b) Highest price paid by the acquirer, for any acquisitions in 
the last 26 weeks. 
c) Price in preferential allotment of shares to the acquirer in 
the last 12 months. 
c) Average of weekly high and low of the closing prices of 
shares in the last 26 weeks. 
Competitive bids allowed within 21 days of the public 
announcement of first offer. 
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Takeover Candidates 
An ideal takeover target is characterised by some of the following 
features: 
• Cash flow in excess of debt service 
• Committed and competent management team 
• Moderate growth rate 
• Unden/alued and saleable non-operating assets 
• Large "off the balance sheet" assets 
• An efficient, modern asset base which is not single purpose 
equipment 
• Products and processes that are not subject to replacement 
due to technological changes 
• Limited "off the balance sheet" liabilities 
• Low level of holding by present management /controlling 
group. 
If a large number of these characteristics are present, the 
candidate would be in serious contention for a takeover 
Takeovers do not threaten profitable companies unless such 
companies are being run to the detriment of the capital market 
economics or shareholder's interests. Simultaneously, by taking 
over either sick companies or companies operating below their 
optimum capabilities, takeovers actively promote capital 
formation, through prevention of capital dissipation or net 
accretion. Hence takeovers are also in the national interest.^^ 
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The new take over game will have the following advantages 
over the previous code: 
• Competitive bids are defined 
• Condition offers are allowed 
• Change in control is now the trigger for offer as opposed to 
outside purview in the previous case. 
• Escrow account is to be 10% as compared to nil in the 
previous case. 
• Consolidations of holdings are allowed. 
• Forfeiture of escrow amount is to be the penalty of default. This 
was not specified in the 1994 code. 
• Norms of disclosure have been clearly specified. 
Drawbacks in the new takeover code: 
• Lack of definition in changes in control will create ambiguity 
• Escrow account is not big enough to ward off frivolous 
takeover threats 
• Minimum bid norm denies exit option to shareholders 
• Preferential allotments are exempt from the new code's 
purview 
• Conditional bidders will be stuck with 20% stakes even if bids 
fail. 
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STRATEGIES FOR TAKEOVERS 
How to identifying a target 
• Look for companies whose the promoters stake is loss 
than 20% short list those where two groups each hold 
10% or less. 
• Search for state government owned units where its 
holdings are not more than 26% and rest is widely held. 
• Locate companies with high growth potential short list 
firm with larger assets. Low capital bases with fully 
depreciated assets or with large tracts of real estate or 
securities. 
• Match the ownership criteria with the performance 
criteria to home in on the ideal target. 
Mounting a Primary IVIarket Raid 
• Select a company that is promoted bay a technocrat or 
an entrepreneurs. In most cases they will have modest 
cash resources. Make an estimate of the degree of over 
subscription by consulting a primary market broker. 
• On time basis, apply for an amount of share large 
enough to ensure that allotment matches, or exceeds 
the promoters' stake. 
• Purchase more shares after the scrip is listed on the 
bourses to corner a sizable holding. 
IVIounting a Secondary IVIarket Raid 
• Do not buy shares from the market make offers to the 
financial institutions and mutual funds through brokers? 
157 
• Track down foreign institutional investors non-resident 
Indians, and foreign shareholders. Offer them a 10% 
premium on the market price for their holdings. 
• After cornering shares, make offers, under the guise of a 
portfolio manager to other large Indian shareholders. 
• Ensure that adorer's news abou^target's prosp^tsgets 
publicity. 
• Start stock market purchases on all bourses ^ e r e the 
scrip is listed. 
Defensive strategies for Raider 
Tender offer: Open offer to all shareholders to buy their stakes. 
Made after bidder has already picked up an equity stake. 
Street sweep: Accounting large amounts of stock in a company 
before making an open offer. Target is left with no choice but to 
give in. 
Bear hug: Pressurizing management of target company by 
threatening to make an open offer. The board capitulates straight 
away. 
Marketing Sweep: Soften resistance by luring away suppliers 
and infrastructure support Target Company is forced to give in. 
Strategic Alliance: Disarm opposition by offering a partnership 
rather than a buyout assets control from within and takeover 
target. 
Brand Power: Bring powerful brands into an alliance. Displace 
partner's brands and buy out the weakened company. 
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Defensive strategies for the target 
Poison Pill: Low price preferential issue to shareholders to 
enlarge capital base. Makers hostile take over too expensive. 
Poison Put: Bonds that encourage holders to cash in at high 
prices. Resultant cash-drainage makes target unattractive. 
Green mail: Repurchase of the shares cornered by the raider. 
The profits made by the raider are after all, akin to blackmail. 
Pac-man Defense: a counter bid for the raider's company 
forced is defend himself, the predator must call off his raids. 
White knight: An appeal to a friendly company to buy all or part 
of the company. Buyer promises not dislodge management. 
White squire: A sell out of shares to a company, which is not 
interested in a takeover. Former owners retain contract. 
Gray Knight: This is a variation of white knight strategy. The 
target company, which is under the take over threat, induces 
cash rich allay to purchase the shares of the predator. The 
attempt hare is to divert the attention of the predator so that 
instead of trying to buy the target company's shares, the predator 
will focus his attention defending his own company. 
Shark Repellent: Companies under a take over treat, amend the 
memorandum of Association or activities of association and/or 
other regulation so as to make a takeover bid complex and costly 
thereby discouraging it. 
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Blank check: The board of directors of the target company 
authorizes the issue of new shares in order to vote down a 
hostile take over attempt.^" 
ACQUIRING CONTROL OF A COMPANY 
Generally, an acquirer company can follow two techniques 
to acquire control of another company the two techniques are as 
follows: 
a. Takeover bifd 
b. Tender offer 
a) Takeover Bid 
In a takeover bid, the acquirer company acquires shares of 
another company to gain its effective control through voting 
rights. In the case of a friendly acquisition proposal, the acquirer 
company makes a private confidential approach to the target 
company. 
The approach may be directed to the chairman of the target 
company, or any one of its directors or investment banker. 
Typically, the potential acquirer may not have made any recent 
acquisition of the target company's equity as such an act could 
be viewed as unfriendly. Also, the potential acquirer could offer to 
withdraw the bid, once the target company shows its displeasure 
at such a proposal. 
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Such a friendly takeoveir bid is often made for the following 
advantages: 
1. The potential acquirer will be given access to material non-
public information about the company. 
2. The potential acquirer will have the opportunity to meet and 
possibly negotiate employment contracts with key employees 
of the target company. 
3. The potential acquirer will be in a better position to negotiate a 
favorable agreement especially with respect to provisions that 
discourage competing bid for the target company. 
A takeover bid made in a hostile manner lacks such 
niceties. In such a case the potential acquirer actually purchases 
shares of the target company without the approval / knowledge of 
the target company's Board of Directors advantages. 
1. Though most of the management are against any takeover 
proposal the shareholders of the respective companies may 
be receptive to the proposal. 
2. If the potential acquirer has accumulated a substantial portion 
of equity before launching the hostile bid, it is likely to benefit 
financially even if outbid by any other competitors. 
b) Tender Offer 
The acquirer pursues takeover by making a tender offer directly 
to the shareholders of the target company to sell / tender their 
shares. The tender offer, generally, is made without the consent 
of the acquiree company and is made for cash. The offer price is 
usually more than the market price and the shareholders of the 
tender offer is open for a limited period of time within which the 
shares must be tendered by the holders. 
When Tata Tea made a tender offer at a price substantially 
higher than the market price, more then 50 per cent of the 
shareholders of Consolidated Coffee Ltd. offered to sell their 
shareholdings to Tata. Readers may recall that Tata Tea 
successfully acquired Consolidated Coffee Ltd., with the 
objective of emerging as a leader in plantation. 
The Securities and Exchange Commission, USA generally 
relied upon an eight-factor test in detennining whether a 
proposed acquisition constitutes a tender offer. These factors 
are: 
1. The active and widespread solicitation is made for shares of 
an issuer. 
2. The solicitation is made for a substantial percentage of the 
issuer's stock. 
3. The offer to purchase is made at a premium over the 
prevailing market price. 
4. The terms of the offer are firm rather than negotiable. 
5. The offer is contingent on the tender of a fixed minimum 
number of shares and often subject to a ceiling of a fixed 
number of shares to be purchased. 
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6. The offer is open for only a limited period of time. 
7. The offeree are subject to pressure to sell their stock and 
8. Public announcements of an acquisition program precede or 
accompany the accumulation of stock. 
Tender offers as a means of acquiring a public company 
are useful to the extent they circumvent uncooperative 
management or preempt competing offeror. Tender offers 
essentially lack the benefit of negotiation and hence the 
protection to a purchaser normally built into a contract.^^ 
Bulk acquisitions of shares and takeovers are presently 
regulated by Clauses 40-A and 40-B and by SEBI (Substantial 
acquisition of shares and Takeovers) Regulation, 1997, 
promulgated on 20th February '1997. 
How the new takeover code evolved: 
Traditional provisions Clause 40 of the listing agreement 
provides for making public offer by any person who acquires 25% 
of the voting rights. 
1990 The government in consultation with SEBI amended clause 
40 of the listing agreement. Threshold acquisition level is 
reduced to 10% from 25%, change in management control to 
trigger public offer, minimum mandatory public offer of 20%, 
disclosure requirement through mandatory public announcement 
.The amendment provided greater protection to the investors But 
it had several deficiencies .For one, it had a limited applicability 
as it could be effectively enforced only if the acquirer was a listed 
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company. Second, the penalty for non-compliance was the same 
as that for all other violations of the listing agreement i.e. de-
listing of the company shares, which was infact, detrimental to 
the interest of the investors. 
Nov '94 SEBI (Substantial Acquisition of shares and takeover) 
Regulations, 1994, notified; new provisions introduced to enable 
both negotiated and open market acquisitions, competitive bids 
allowed. 
Aug'96 the committee set up under the chairmanship of P N 
Bhagwati (former chief Justice of India), to examine areas of 
deficiencies and suggest amendments in 1994 regulations 
submitted a draft report .The committee which had a wide 
representation including chambers of commerce, investor's 
associations, merchant bankers, stock exchanges, legal experts 
and SEBI, gave new suggestions for amendment in the existing 
regulations.^^ 
IMPLICATIONS OF TAKEOVER CODE - 97 
• For a vast majority of companies it implies a nightmare 
scenario, where management's and promoters will have 
to consult their shareholders, to see if predators are 
burking to strike at the first opportunity. 
For a large community of shareholders and institutions 
investors, that provides the first real opportunity for their 
share values to be taken to realistic level or the one 
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hand, and the opportunity to throw out bad management 
on the other. 
• It will provide the trigger for some radical changes that 
are due in the corporate sector whereby the 
shareholders will be able to realize the true value of an 
investment. 
• Takeovers and cross border mergers will open new 
opportunities for companies to regroup their scarce 
resources for effecting wealth creation. 
• We are in the shareholder of redefining the hand grown 
corporate practices to suit the global business practices. 
The process of transparent acquisition is Trust one of 
them and it will act us a catalyst in integrating the 
economy with the global market. 
• The New takeover code will change the way 
management's of Indian companies have dealt with their 
shareholders. Hopefully, the threat of someone else 
stepping in and taking charge will coerce Indian 
promoters into looking after their investors better and 
treat their investments in the company with greater 
respect. 
• Many a promoter feels that shareholders money in their 
company was as good as theirs, with no cost and no 
obligation. The promoters spent millions on their junkets 
and moved around in expensive imported cars, their 
companies went to dogs and the ultimate loser were the 
shareholders who were left with worthless pieces of 
paper. 
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• The takeover code can change all that. A promoter who 
spends more time looking after, his pets than his 
company will find that some body else will f Ibpw him out 
either to encash his assets or utilize them for their true 
economic value. Incompetent and dishonest promoters 
will find it difficult to fight off genuine entrepreneurs in 
the new corporate regime. And in the process 
shareholders will be beneficiaries. Henceforth share 
prices will become the true index of a company 
performance and value. And when ever a promoter 
would err in performance there will be many waiting in 
the wings to throw him out. 
• Shareholders in some of the old companies with large 
assets but poor management's will be the biggest 
gainers of the code. Take for example the companies of 
the erstwhile DCM group companies like DCM Shriram 
Industries SIEL limited and DCM limited were once the 
top draws in the country's capital markets. Poor 
economic conditions, static product profiles, poor 
financial leveraging, etc. These have together wiped out 
1(19 t>vii|t up prestige of the companies stock. Companies 
like these contipue to hold very large fixed assets in 
terms of land, buildings capital equipment and 
commercial space across the country. With low 
promoters stakes, these companies have given very 
poor returns to their investors over the past years. Yet 
for a takeover artist these could offer an impressive 
opportunity for ma l^ftgLgLains. 
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• Even if the acquirers make such purchases for the 
objective of asset stripping it will be in the interest of the 
companies shareholders. For in this manner at least 
they will receive some part of the intrinsic value that their 
investments have built up over the years. 
• It is ironic that most promoters purchase luxurious farms, 
office premises and fleet of cars from company's money 
yet the shareholder does not get nay return on his 
investment. Even the promoter gets to enjoy the benefit 
of the assets and not the shareholders. Therefore, in my 
view SEBI should encourage acquisitions with the 
express purpose of assets stripping and liquidation. This 
way the small shareholders will receive some justice. 
» Asset stripping should not evoke misgivings among 
public as it does not mean that the asset will be 
rendered unproductive If it is stripped. It only means that 
the asset will change hands from one owner to another 
and most probably the new owner would want to use It 
even more efficiently to derive returns for the higher 
price that he paid for it. Asset stripping may, therefore, 
only enhance the productive of assets and make sure 
that more efficient hands own an asset. 
Introduction of the chain principle in the takeover code 
also raises interesting possibilities. While it prevents 
superstitious attempts at circumventing the code, in case 
of holding companies of some promoters the existing 
management's are protected against unholy raiders who 
may try to take advantage of low prices in one company 
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to target others. Once again small shareholders in 
subsidiary companies would be protected as a result. 
• The limit of 2 per cent buying put on creeping 
acquisitions is also a welcome step as it would 
henceforth present management's from hiking their 
stakes in the companies at the cost of the shareholders. 
• In the days to come it will be important to identify stocks 
that are not only under priced in terms of their eamings 
but also in terms of their asset valuation. Thus 
replacement cost calculation may finally make a 
comeback. All these naturally add up to an exciting 
opportunity for investors. But it will important that 
financial institutions and regulatory authorities play a 
positive role in facilitating the practicality of the system 
otherwise, like many other well intentioned legislation's, 
it may remain a paper only.^ 
CONCLUSIONS 
SEBI's effort to crack down on insider trading is 
commendable. Given the rampant insider trading that goes in 
Indian markets; it is time the regulator stepped In. Most 
developed countries already have strict laws on the subject. But 
even as SEBI tries to emulate their example; it need to bear in 
mind that it has a tough act to follow. 
The M & A activities involve large amount of financial 
resources and the methods an instrument for raising such 
massive funds need to be identified. So the corporate should 
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develop proper defense mechanism against hostile takeover bids 
and make them truly competitive. 
Regulatory authorities on their part should curb insider 
trading and excessive speculative activities relating mergers and 
acquisitions. 
In the next chapter, a detailed discussion of M & A has 
been made through two case studies. 
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INTRODUCTION 
On 16'^  March 1998 directors of the Hindustan Lever 
Limited and Pond's (India) Limited have proposed for 
amalgamation of Pond' (India) Limited with Hindustan Lever 
Limited. More detail is given in following paragraphs. 
Proposed Amalgamation of Pond's (India) Limited with 
Hindustan Lever Limited: -
The Directors at their meeting on 16'" March 1998 
considered and approved the proposal for amalgamation of your 
company with Hindustan Lever Limited. Both Companies are 51 
% subsidiaries of M/s Unilever pic and significant overlaps in 
personal care, specialty chemicals and export business. The two 
companies have since 1993, a common sales and distribution 
system for personal products. The two companies also have a 
common pool of management and a common technology base. 
The Directors of Hindustan Lever Limited at their meeting held on 
16'" March 1998 also considered and approved the proposal. 
The managements believe that the proposed amalgamation 
will enable the businesses to realise the benefits of greater 
synergy between the overlapping businesses of the two 
Companies. Such an amalgamation will also enable the Group to 
benefit from scale economies both in domestic and export 
markets and enable it to fund investments required for 
aggressively building new categories such as deodorants, bran(;j 
extensions in the skin care range etc. 
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All the Company's employees will, consequent to the 
merger, become employees of Hindustan Lever Limited with full 
protection of their existing terms and conditions of services. 
The two Companies had appointed Mr. Y.H. Malegam, 
Senior Partner of S.B. Billimoria & Co. and Mr. Arun Gandhi, 
Senior Partner of N.M. Raiji & Co. as the joint valuers to 
recommend the share exchange ratio for proposed 
amalgamation. The joint valuers have recommended to the 
Boards of two companies a share exchange ratio of three (3) fully 
paid equity share of Rs. 10 / - each of Hindustan Lever Limited 
for every four (4) shares of Pond's (India) Limited. The valuation 
report has been reviewed by ICICI Securities and Finance 
Company Limited, who have confirmed that the proposed share 
ratio is fair and reasonable to the shareholders of Pond's (India) 
Limited. The Board has, based on the basis of its independent 
evaluation and judgment has come to the conclusion that the 
exchange ratio is fair and reasonable and, therefore, commends 
the same for members' approval. 
As per the Scheme of Amalgamation, all legal and other 
proceedings by or against the Company, if any pending on 1®' 
January 1998 and all its liabilities, obligations, duties and 
covenants shall be continued and enforced by or against 
Hindustan Lever Limited as the case may be. 
The proposal is subject to necessary approval of 
shareholders and the sanction of High Court of Judicature at 
Bombay for Hindustan Lever Limited and High Court of 
Judicature at Madras for Pond's (India) Limited. If approved and 
sanctioned, it will take effect on and from 1^' January 1998. 
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(An extract from Business Standard dated Tuesday, March 17, 
1998) 
"3:4 ratio announced for Hindustan Lever, Pond's merger" 
The Unilever group Monday took one more step towards 
consolidating its India operations when the boards of its two 
subsidiaries, Hindustan Lever and Pond's India, approved the 
merger of Pond's India into Hindustan Lever. 
The boards, which met in Mumbai, also approved a swap 
ratio of 3:4 with Pond's India shareholders getting three 
Hindustan Lever shares for every four shares held by them. 
This will create a single Unilever entity in India, represented 
by Hindustan Lever, with a combined net turnover of over Rs 
8,290 crore (Rs 1 crore = Rs 10 million). The new company's 
equity capital will be Rs 221.57 crore and combined net profit will 
stand at Rs 621.37 crore. * 
The merger will be effective from January 1, 1998. The 
share swap ratio was arrived at by Y. H. Malegam of S B 
Billimoria & Co and Arun Gandhi of N M Raiji & Co. It was later 
independently confirmed by l-Sec for Pond's India and ANZ 
Investment Bank for Hindustan Lever. 
A statement issued by the two companies said, "the 
proposed amalgamation will ensure for the group benefits from 
economies of scale, both in domestic and export markets, and 
enable it to fund investments required for aggressively building 
new categories, such as deodorants and other personal 
products." 
The statement added that steps would now be taken to 
seek the approval of the shareholders of the two firms and the 
High Courts of Bombay and Madras for the merger scheme. 
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including the exchange ratio. A Lever spokesperson said all 
Ponds' India employees would become employees of Hindustan 
Lever. 
The two companies have been slowly integrating a large 
portion of their businesses. The distribution and personal 
products marketing of the two companies have been functioning 
as one for some time. Both companies are owned 51 per cent by 
Unilever Pic. 
Globally, Unilever operates as single entity in a majority of 
countries, while it had five companies in India in the early 
nineties. After the global buy-out of Brooke Bond and 
Cheseborough Pond's worldwide in the eighties, the companies 
had functioned separately. 
The integration process in India began in 1993 when the 
group merged Lipton India Ltd with Brooke Bond to fonn Brooke 
Bond Lipton India Ltd. In 1995, Hindustan Lever swapped 
businesses with another Group Company,. The next year. Lever 
merged Brooke Bond with itself, leaving only Pond's outside. In 
1997, the Unilever group reached an out-of-court settlement with 
the Reserve Bank of India on the preferential allotment issue, 
thus paving the way for a merger of Pond's India with HLL. 
Some important points: 
1) Both companies are owned 51% by Unilever pic. 
2) Globally, Unilever operates as single entity in a majority of 
countries, while it had five companies in India in the eariy nineties. 
3) Proposed merger would be one more step towards 
consolidating Unilever's Indian Operations. 
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4) The distribution and personal products marketing of the two 
companies have been functioning as one for some time. 
It is very clear from above that the proposed merger would 
not be a surprise to the Indian stock market because it's only a 
consolidation by a parent company. If one examines the history 
Unilever, Hindustan Lever and Pond's (India) Limited, one would 
find an important the role of mergers, acquisition and corporate 
restructuring in their growth. 
MERGERS, ACQUISITION AND CORPORATE 
RESTRUCTURING IN HISTORY OF UNILEVER 
Unilever roots 
Few would have thought that the merger of two 
companies in 1929 would develop into one of the world's most 
progressive, fast-moving, consumer goods businesses but that is 
what Unilever is today. But Unilever's origins stretch backs 
much further than 1929 when the Company was formed. Other 
entrepreneurs whose businesses have become part of Unilever 
have helped the business to grow and prosper. 
Lever Brothers 
William Hesketh Lever, later Lord Leverhulme, founded 
Lever Brothers in 1885 after working in his father's wholesale 
grocery business. He introduced Sunlight, the world's first 
packaged, branded laundry soap, backing it with a large-scale 
advertising campaign. He soon established soap factories in 
Europe, North America, Australia and the Far East, and oil 
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mills at Port Sunlight in the UK and Balmain, Sydney in 
Australia. After 1917 he moved into the food trade, acquiring 
fish shops, as well as canned foods, meat and ice cream 
businesses. Port Sunlight is the site of William Lever's factory 
in the UK and houses a thriving detergents plant and research 
laboratory. Here too is the model village, which William Lever 
began to build for his workforce and their families in 1888. He 
provided them with decent affordable housing and pioneered 
welfare schemes, recreational facilities and many other 
benefits. The houses in this attractive village, complete with its 
own church, hotel and school, are now sold on the open 
market. But the village stands as a monument to its founder's 
philanthropic principles. 
Margarine Unie 
The Dutch established the first margarine factories in the 
1870s and 1880s, although margarine was invented in France. In 
1872 both Jurgens and Van den Bergh began commercial 
production of margarine. Competition between their Stork and 
Blue Band brands was fierce as sales spread to Germany, 
Belgium, France and the UK. The two companies grew rapidly 
but in 1927, following several failed attempts at mutual trading 
agreements, the companies merged to become Margarine Unie 
NV in the Netherlands and Margarine Union Ltd in the UK. They 
were joined by other interests including Calve Delft (oil milling 
and margarine), Hartog's of Oss (margarine and meat packing) 
and Schicht (margarine and soap operations in Central and 
Eastern Europe). 
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Unilever was created in 1929 when Margarine Unie merged 
with Lever Brothers Limited. 
Both were in the business of supplying goods for household 
needs but were competing for supplies of oils and fats. 
The merger made sound commercial sense. Margarine 
Unie's strengths were in mainland Europe, while Lever Brothers 
were market leaders in the United Kingdom. At the time of its 
creation, Unilever already had an international presence - William 
Lever had plantations and trading activities in Africa and there 
were also business operations in the US and Asia. 
UNILEVER IN INDIA 
In 1888, less than four years after William Hesketh Lever 
launched Sunlight Soap in England, his newly founded company, 
Lever Brothers, started exporting the revolutionary laundry soap 
to India. 
By the time the company merged with the Netherlands-
based Margarine Unie in 1930 to form Unilever, it had already 
carved a niche for itself in the Indian market. Coincidentally, 
Margarine Unie also had a strong presence in India, to which it 
exported Vanaspati (hydrogenated edible fat). 
A year after the merger, Unilever set up the Hindustan 
Vanaspati Manufacturing Company, its first subsidiary in India 
and went on to strengthen its position by establishing two more 
subsidiaries. Lever Brothers India Limited and United Traders 
Limited, soon afterwards. The three companies, which marketed 
Soaps, Vanaspati and Personal Products, merged in 1956 to 
form Hindustan Lever, in which Unilever has a 51% stake. 
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History of HLL 
1888 
Lever soap, 'Sunlight', introduced in India through Imports 
1918 
Vanaspati (hydrogenated edible fat) launched through imports 
1930 
Unilever created through the merger of Lever Brothers, UK, and 
Margarine Unie, Netherlands 
1931 
Unilever registers company in India: Hindustan Vanaspati 
Manufacturing Company (HVM) for local manufacture of 
Vanaspati. 
1933 
Lever Brothers India Limited (LBIL) incorporated in India to 
manufacture Soaps. 
1935 
United Traders Limited (UTL) incorporated in India to market 
Personal Products. 
1956 
The three subsidiaries, HVM, LBIL and UTL, merge to form 
Hindustan Lever Limited (HLL) 
1958 
Hindustan Lever Research Center starts functioning 
1979 
Chemicals complex commissioned at Haldia, West Bengal. 
1993 
HLL's largest competitor, Tata Oil Mills Company (TOMCO) 
merges with the company 
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Erstwhile Brooke Bond India acquires Kissan Business from the 
UB Group and Dollops ice-cream business from Cadbury. Doom 
Dooma and Tea Estates Plantation divisions merged with Brooke 
Bond and erstwhile Lipton India merge to form Brooke Bond 
Lipton India Limited 
1994 
HLL and US-based Kimberley-Clark Corporation form 50:50 joint 
venture, Kimberley-Clark Lever Ltd. 
1995 
HLL and Indian cosmetics major, Lakme Ltd, form 50:50 joint 
venture, Lakme Lever Ltd. 
HLL acquires Kwality and Milkfood 100% brandnames and 
distribution assets. 
HLL and US-based S.C. Johnson & Son Inc. form 50:50 joint 
venture, Lever Johnson (Consumer Products) PvL Ltd. 
1996 
HLL and Associate Company, Brooke Bond Lipton India Limited, 
India's biggest in Food and Beverages, merge. 
1997 
HLL and Gist Brocades BV form 50:50 joint venture. Lever Gist 
Brocades, to market "Gold Seal Fermipan Instant Yeast' for 
baking industry. 
1998 
Group Company, Pond's India Ltd., merges with HLL. 
HLL acquires Lakme brand, factories and Lakme Ltd's 50% 
equity in Lakme Lever Ltd. 
HLL acquires manufacturing rights of Kwality ice cream. 
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POND'S INDIA LIMITED 
Chesebrough - Pond's Inc, USA, manufacturer of cosmetics 
and toiletry products, set up an Indian branch in 1947 in Bombay. 
The first plant was set up at Bangalore in 1956. In 1968 all 
operation were integrated and shifted to Madras. In May 1977, an 
Indian company Pond's (India) Pvt. Ltd. was incorporated to take 
over the cosmetics and toiletries business of the Indian branch of 
Chesebrough-Pond's to comply with the provisions of FERA. 
In July 1978 the company became a public limited 
company following a public issue, also thereby reducing foreign 
equity holding in the company to 40%. A new manufacturing unit 
was set up at Tindivanam (T.N.) in 1981. Plants were put up at 
Pondicherry(T.N.) for soaps and shoe uppers. 
During 1983-84 the undertakings at Kodaikanal and Kandia 
of Pond's Exports were taken over by the company. In 1982 the 
first joint venture with Sri Lanka was signed. In 1983 a 100% 
EOU to manufacture clinical thermometers was set up in 
Kodaikanal (T.N.). The R & D center in Madras came up in 1982. 
The company diversified into processing and canning 
mushrooms and commissioned a 100% EOU in Nilgiris in 1991. 
During 1986 Pond's introduced its own toothpaste and tooth 
brushes, manufactured by International Dental Care Products 
and marketed by Pond's. 
In December 1986 Unilever acquired Chesebrough Pond's 
Inc. and with this Pond's (India) came under Unilever fold. Quest 
International India Ltd. (with Unilever holding 73% and Pond's 
and Hindustan Lever holding 27% in the company) was merged 
with Pond's (India) from November 1993. After the amalgamation 
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Unilever stake in Pond's went up from 40% to 52.5% and Pond's 
(India) became subsidiary of Unilever. 
CONCLUSION 
From 1992, Hindustan Lever Limited has been adopting a 
strategy of growth through the mergers & acquisition route. This 
strategic direction is highly influenced by its parent company, 
which is also pursuing the same strategy. Between 1992 and 
1997, HLL adopted a strategy of growth by acquisition. Over this 
period of five years, net sales grew 4.5 times Rs 7737 crore. 
Gross fixed assets rose 3 times to Rs 1035 crore and more 
significantly, net profit (net of non-recurring transactions) grew 
5.9 times to Rs 573 crore. 
Hence, merger of Hindustan Lever Limited with Ponds India 
Limited was favorable. 
183 
9^T,(Rg<E<S^ OT ICICI •ir 
^' 
vr 
is-
Contents ^ 
•A 
Page No. ir 
1. KEY TRENDS IN THE BANKING SECTOR 184 i 
•ir 
'^^  
2. WILL MERGERS BE THE NORM IN THE INDUSTRY7184 
3. BACKGROUND OF ICICI BANK 185 
4. OVERVIEW OF ICICI BANK 186 
5. BACKROUND OF BANK OF MADURA 190 
6. OVERVIEW OF BANK OF MADURA 193 
7. SYNERGIES OF THE MERGER 196 
8. SYNERGIES IN OPERATIONS 199 
9. SWAP RATIO (2:1) 200 
10. ICICI BANK-BANK OF MADURA MERGER: 
WIN-WIN SITUATION FOR BOTH 202 
11. BENEFITS FROM MERGER 204 
12. HOW THE SCHEME OF MERGER PROCEED 206 
13. FINANCIAL DETAILS 207 
14. IMPACT OF MERGER ON SHARE MARKET 214 
15. SEBI'S INSIDER TRADING PROBE 215 
16. HOW THE NON-PERFORMING ASSET WILL BE DEALT 
216 
17. HUMAN RESOURCES ISSUES 217 
18. ARE THERE ANY PLAN FOR BRANCH CLOSURE 217 
19. THE LARGE NUMBER OF RURAL AND SEMI URBAN 
BRANCHES OF BOM IS A THREAT OR AN 
OPPORTUNITY: 218 
20. PERFORMANCE OF ICICI AFTER MERGER 218 
21. AWARDS AND RECOGNITION 225 
^ 
^ 
ii 
vV 
)'> 
. A , 
iz 
5^ ^ A^. ^ ^ ^-- , > ^ ^ ^ ^ ^ , ^ ^ ^ ^ ^ ^ ^ ^^ ^ .-^ ^^ . ^ ^ ^ ^ ^^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ , .^^  ^^ 
KEY TRENDS IN THE BANKING SECTOR 
The list of main key trends in the banking sector are as follows; -
1. Industry witnessing consolidation phase 
2. Faster growth inorganically 
3. Move towards technology banking 
4. Increasing customer reach 
• Retail 
• Corporate 
5. Cross selling of products 
6. Move towards increasing non interest income 
7. New private sector banks capturing market share 
WILL MERGERS BE THE NORM IN THE INDUSTRY? 
Analysts and bank observers feel that merger acquisition 
activity will speed up in times ahead. Stronger banks such as 
HDFC Bank, Global Trust Bank, UTI Bank, IDBI Bank and 
IndusInd Bank will surely look out for acquiring existing banks. It 
is a fact that growth through acquisitions and mergers is cheaper 
and quicker in comparison to setting up new units. 
What will acquiring banks look for while choosing their targets? 
One, financial viability and two strong geographical reach and 
large asset base. However staffing/employee costs and 
technological infrastructure will also play an important role in 
acquiring target banks. 
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Valuations will also play a strong role in bank mergers like 
in any other case of mergers and acquisitions. Most of the bank 
scripts, a few days before the ICICI Bank-Bank of Madura saga, 
were quoting well below their book values. Prominent names that 
come to mind immediately are those of Jammu & Kashmir Bank, 
Federal Bank, Vyasya Bank, Karur Vysya Bank, Lakshmi Vilas 
Bank and South Indian Bank. 
A major problem for old banks is funds. Reserve Bank of 
India has asked several South India based banks to raise their 
paid-up capital to Rs250 crore by March 2005. It remains to be 
seen how many do it. In case this does not happen, there will be 
a spate of more mergers and acquisitions among banks. 
BACKGROUND OF ICICI BANK 
ICICI Bank is a commercial banking outfit set up by the 
ICICI Group. The Bank was registered a banking company on 
January 5, 1994 and received its banking licence from the 
Reserve Bank of India on May 17, 1994. 
The Bank has an authorized capital of INR 300 crore (USD 
75.96 million), of which subscribed and paid-up capital is INR 165 
crore (USD 41.78 million). 
The first ICICI Bank branch was started in Madras in June 
1994. As of March 31, 2004, 264 branches were functional 
across the country. By next year 36 more branches/offices are 
expected to be added to the network. 
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The branches are fully computerised with state-of-the-art 
technology and systems. All of them are fully networked through 
V-SAT (Satellite) technology. The Bank is connected to the 
international SWIFT network since March 1995. 
ICICI Bank offers a wide spectrum of domestic and 
international banking services to facilitate trade, investment, 
cross-border business, and treasury and foreign exchange 
services. This is in addition to a whole range of deposit services 
offered to individuals and corporate bodies. 
ICICI Bank's Infinity was the first Internet banking service in 
the country, and a prfelude to banking in the next millennium. 
Currently the Bank has around 150,000 customers. 
OVERVIEW OF ICICI BANK 
iCICI Bank, a premier private sector bank promoted by ICICI 
Limited 
• 1st Indian Bank to list on New York Stock Exchange. 
• Full scope US GAAP accounting. 
• ICICI Bank is a leading technology-oriented private sector 
bank 
• Amongst the largest private sector banks with an asset base 
of over Rs. 12,000 crores. 
• ICICI Bank had total assets of Rs. 120.63 billion and 
deposits of Rs 97.28 billion. 
• Strong Capital Adequacy ratio of 19.6%. 
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Leverages strong corporate relationships of ICICI to offer a 
comprehensive suite of corpordtfe finance products and 
services. 
Technology driven business growth. 
The Bank's network of branches and extension counters 
presently covers 106 locations across India. 
366 ATMs, the largest network in the country. 
In India, the equity shares of ICICI Bank are listed on the 
Stock Exchanges at Mumbai, Calcutta, Delhi, Chennai, 
Vadodara and the National Stock Exchange. ICICI Bank's 
American Depositary Shares (ADS) are listed on the New 
York Stock Exchange. 
187 
Lffiesgi^OapcnEteFyat^^ 
Wdesale 
Brk'ng 
QpcrtLiities 
Q]pcrtLnties 
Q3pcislBFirErDe&/dk/i9ciy 
TiafeRnanoe 
. -3 
TieaBuyScfLliaB | 
94:|jy chanpE f^fTHt ptxLds 
FH/idlAxni1s I 
malLfliIng I 
0 
laClBETk 
188 
Sbcrggo/iiinretail liatililies 
Q 
MntocfAniris(tXq 
1,600 
1,400 
1,200 
1,000 
800 
600 
400 
200 
1,465 
414 
292 
147 I 
.... I 23 50 
^ • ^ ^ ^ ^ ^ ^ i 
^R RMerPa/ Savings Tot^ 
• l\ib'20(X) • Nviq2D0O 
l(K! EbhkhBsincnaBBBcHhjTii1%t 
Source: www.icicibank.com 
189 
BACKROUND OF BANK OF MADURA 
Genesis 
> A vibrant Bank from South India started in the year 1943 at the 
temple 
city.Madurai. 
> Started by multifaceted personality Kalaithanthai Karumuttu 
Thiagarajar. 
> A Bank with strong fundamentals, which could withstand the 
turmoil of the Banking Industry in India for the past fifty-six 
years. 
Growth 
> A well balanced steady growth of the Bank is evident from the 
fact that it has declared Dividend without a gap right from 
inception. 
> When the Reserve Bank of India imposed restrictions on the 
imbalanced growth of the small Banks operating with limited 
resources, Bank of Madura being fundamentally strong could 
take over 40 branches of nine Commercial Banks into it's fold 
between the years 1958 and 1969. 
> A Bank which maintains it's No.1 position among the private 
Sector Banks in Tamilnadu. 
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> At present it has got widest network of 263 branches spread 
all over India 
Six of the Bank's branches in Chennai have received ISO 
9002 certification. 
Technology: 
> Striving for excellence in performance through constant 
upgradation of technology aimed at not mere customer 
satisfaction but customer delight. 
> Pioneers in Computerised Banking at the national level in 
India in the year 1984, 131 branches representing more than 
90% of the total business of the Bank have been upgraded 
with better infrastructure, interior decor, central air conditioning 
and " Total Branch automation". 
> All Corporate Office functions like Forex, Treasury, credit 
Investments, Personnel, Merchant Banking, Recovery, 
Inspection and NRI Services have been computerised. 
> On-line screen based forex dealing room with Reuters 2000 at 
Chennai (Madras) and Mumbai (Bombay) for instant 
connection to the dealers all over the world resulting in very 
finer rates to the customers. 
> Connecmty to SWIFT (Society for World-wide Interbank 
Financial Tele Communication) which is a dedicated line 
linking Banks all over the world enabling instant global transfer 
of funds and messages with complete security and guarantee. 
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> Computerisation and modernisation of the Bank coupled with 
modernisation of it's work force with the latest 
Management/appraisal techniques enables it to take instant 
decisions in bills market business and speedy disposal of 
conventional credits. 
Investment Advisory Operations 
> A very strong Treasury Division which contributes an 
important component of the Bank's income form the Profits 
generated in trading in Securities 
> Recognition by Reserve Bank of India in the Bank's strength 
can be gauged from the fact that Bank of Madura is the only 
Indian Private Sector Bank to get it's approval for starting the 
Money Market Mutual Fund (MMMF) and Satellite Dealership 
for Retail Securities Dealing. 
> Can advise and help you in transactions not only in deposits 
but also to park your short-term funds in Money Market 
Securities and also for disposal of debentures and other 
bearer securities. 
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Overview of Bank of Madura 
• Well Established bank with a track record of 57 years 
• Dr. K.M. Thiagarajan is the present Chairman 
• Promoter group holds 24.9% equity 
• Strong brand equity 
• Distribution Reach 
263 banking branches 
Access to 1.2 mn customer accounts 
• Automation 
132 branches computerized account for 90% of business 
47 branches networked through VSATs. 
• Employees 
Total strength of 2577 
2000 employees computer literate 
• ROA of 1 % and RONW of about 19.9% (FY 2004) 
• It has among the lowest cost of deposits at 7.3% and a high 
return on equity of 21.3%. 
• Bank had total assets of Rs. 39.88 billion and deposits of Rs 
33.95 billion. 
• The bank is particularly proud of its progressive manpower, 
which has enabled a modern, technology intensive banking 
environment for its clientele. 
> In India, the Bank's equity shares are listed on the Stock 
Exchanges at Mumbai and Chennai and the National Stock 
Exchange. 
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SYNERGIES OF THE MERGER 
INCREASED REACH: 
• Network of over 360 branches. 
• With very little overlap. 
• Reduces time to market for setting up new branches. 
• Combined customer base of 2.7 mn. 
STRONG FINANCIALS: 
• Combined asset base of Rs. 16,000 crores, amongst 
the largest in private sector banks. 
• Capital adequacy ratio 
(BOM: 15.8%, ICICI Bk: 17.6%). 
• The efficiency ratio of BOM is far better as compared to 
other older bank. 
LEVERAGE PRODUCT CAPABILITIES: 
• Cross-selling opportunities for asset and other 
products. 
^ Good cash management services. 
• Access to India's largest ATM network. 
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COST REDUCTION: 
• Leverage channels like call centers, internet banking for 
cost reduction. 
RETAIL: 
• 1.2 mn retail accounts with an average relationship 
value of Rs 24,000. 
• Complements ICICI Bank's average relationship of Rs 
35,000 - same demographic profile. 
• To acquire the same customer base, ICICI Bank would 
have taken 
Time about 12 months. 
• Innate crosses selling opportunities. 
• Quality of retail relationships will be complementary and 
sustained. 
• Takes ICICI bank's total retail accounts to 2.7 mn. 
• Over 65% of the merged entity's deposits would be 
retail giving ICICI Bank stability in the ALCO set up. 
• Cost of resources is 7.3% compared to ICICI Bank's 
7.9%. 
• 27% of combined entity's resources will be low cost 
demand deposits. 
• BoM has presence in all key NRI centers in Kerala and 
has draft drawing arrangements with 5 money 
exchange centers in UAE. 
197 
• Provides greater opportunities to the merged entity to 
tap Gulf NRIs for resources. 
BRANCH SPREAD: 
• 263 branches in 15 states and 4 union territories 
• 44 metropolitan, 66 urban, 66 semi-urban branches and 
87 rural branches 
• Complementary fit of locations; in fact in top 6 cities 
alone 40 branches are in excellent localities 
• 120 branches constitute 90% of business and 47 of 
them have been networked 
PAYMENT AND CASH MANAGEMENT SERVICES: 
• Presence in 70 of the top 100 banking centers 
• Benefits in delivering local cheque collection products in 
CMS 
• Remittances and DD - Increase in reliance on merged 
entity's network, leading to savings 
• Merchant banking business 
Collection in IPOs 
Dividend warrants payments 
CORPORATE BANKING 
• Increase in net worth affords scope to lend more to 
AAA companies especially the PSUs 
• Potential Rs 10.00 billion incremental lending 
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PLR increase in cash credit accounts of Bank of 
Madura 
STAFF: 
• Total: 
Officers: 
Clerks: 
Subordinate Staff: 
2600 
950 
350 
300 
• Lean staffing pattern 
• Average employees per branch - < 10 
• 2000 of these are computer literate 
SYNERGIES IN OPERATIONS 
Considerable synergies are expected to accrue from the 
combination of ICICI Bank and Bank of Madura as they bring 
together complementary business strengths, which would 
enhance product portfolio, distribution network and brand image. 
The merged entity will have around 2.6 million customer 
accounts and an extensive network of about 350 branches 
spread across India, giving it the critical mass in an intensely 
competitive banking arena. 
The expanded customer base and distribution network of 
the merged entity would provide considerable cross-selling 
opportunities enhancing the universal banking strategy of ICICI 
Bank. The enlarged distribution network also offers scope to 
enhance fee income particularly in core areas like cash 
management services, a traditional strongpoint of both banks and 
payment and collection services. 
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Bank of Madura has a number of branches in upcoming 
semi-urban and rural areas and has developed robust micro-
credit systems which combined with the strong brand image of 
ICICI Bank can be successfully leveraged to tap rural markets. 
The merger also offers larger amount of low cost deposits and 
possibility of reorienting assets profile to enable better spreads 
for the merged entity: 
The focus of both banks on developing a knowledge-
oriented employee base with a strong focus on technology will 
facilitate the process of post merger integration. 
SWAP RATIO (2:1) 
The task of determination of Swap Ratio(Merger Ratio) of 
2:1 is done by Delloite Haskins and Sells (DH&S) appointed as 
an independent valuer by both the banks. 
The merger ratio implies that for every one share of Bank of 
Madura the shareholder of Bank of Madura to receive 2 shares of 
ICICI Bank. 
CRITERIA FOR VALUATION: 
1. BOOK VALUE: 
The merger ratio was determined by taking into 
consideration Bnak of Madura's high book value of Rs. 230 per 
share which was comperatively higher than ICICI's book value 
per share i.e. Rs63 per share. 
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2. RATIO BETWEEN AVERAGE SHARE PR8CE: 
Average Share Price (11-12 
200) 
ICBA BoM Ratio (ICBA 
BoM) 
1 month 143.1 89.4 .62 
3 months 140.3 
F 
79.2 0.56 
months 174.0 77.2 0.44 
3. DISCOUNTED CASH FLOWS: 
To determine the merger ratio all the future cash flows have been 
discounted at a certain specified rate of return. 
4. COMPARABLE MULTIPLES; 
All the multiples and variables have significant impact on the ratio 
have been properly taken care of and proper weightage is given 
to them. All the variables which influneces the determination of 
merger ratio are as follows: 
( % ) 
PARAMETERS 
RONW 
ROA 
COST OF DEPOSIT 
YIELD ON ADVANCE 
CREDIT/DEPOSIT RATIO 
EPS(Rs) 
BOOK VALUE(Rs PER SHARE) 
All the above parameters above reveals that the ratio is justified 
to be 2:1. 
ICICI BANK 
12.0 
1.2 
7.0 
11.8 
49.1 
7.1 
62.2 
BOM 
20.1 
1.3 
7.0 
11.2 
53.0 
44.1 
232.9 
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5. FINANCIAL FACTOR CONSIDERED: 
Other financial factor consiered before determination of swap 
ratio of 2:1 are as follows: 
Equity, Rsen/es, Quality of asset, Profits. Appropriate 
weightage have been assigned to all the above factors to 
determine the swap ratio 
ICICI BANK-BANK OF MADURA MERGER 
When ICICI Bank announced a swap ratio of 2 shares of 
ICICI Bank for every 1 share of Bank of Madura, a lot of 
discussion took place and analysts tried to work out whether it 
was to the advantage of the shareholders of ICICI Bank? 
In the opinion of the researcher, shareholders of both the 
banks stand to gain. Shareholders of Bank of Madura stand to 
gain in the short term, while that of ICICI Bank in long term. 
Win-Win Situation for both 
Bank of Madura has an equity base of Rs.11.77 crores and 
for the year ended 31-3-2000 this bank had a total income of 
Rs.370 crores and net profit of Rs.45.60 crores, resulting in an 
EPS of Rs.38.75. For six months ended 30-9-2000, the total 
income of the bank is placed at Rs.247 crores and net profit of 
Rs.26.30 crores resulting in an annualised EPS of Rs.44.70. 
ICICI Bank has an equity base of Rs. 196.82 crores and for 
the year ended 31-3-2000 this bank had a total income of Rs.853 
crores and net profit of Rs.105 crores resulting in an EPS of 
Rs.5.33. For the six months ended 30-9-2000 the total income of 
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the bank was placed at Rs.635 crores and net profit at Rs.70 
crores resulting in an annualised EPS of Rs.7.10. While ICICI 
Bank had a declining trend of profitability with net profit of Rs.40 
crores in first quarter of FY 2001 as against Rs.30 crores in 
second quarter of FY 2001, Bank of Madura had marginally lower 
profitability trend. This bank had a net profit of Rs. 13.70 crores in 
first quarter of FY 2001while it was Rs.12.60 crores in the second 
quarter of FY 2001. 
ICICI Bank's paid up equity shall increase by Rs.23.54 
crores while its bottom line shall improve by about Rs.50 crores. 
This translates into an annualised EPS of Rs.21. On post merger, 
ICICI Bank's equity shall be Rs.220.36 crores while its annual 
total income would be about Rs.1,700 crores with expected net 
profit of Rs.192 crores giving an annualised EPS of Rs.8.70. 
Hence it has been seen that even after issue of shares in 
exchange ratio of 2:1 the financial performance of the bank shall 
improve, thus improving the bottom line of the bank. However, 
the efficiency of large branch network has not been considered. 
Also since this merger is effective from 1-2-2001 the full effect of 
merger has been held in the year of 2001-02. 
Even the shareholders of Bank of Madura stand to gain, as 
now they will have double quantity of ICICI Bank shares. The 
share price of Bank of Madura had a 52-week high/low of Rs.165 
and Rs.65 prior to announcement of merger, with the average 
being Rs.120. Now, the value of one share shall rise to anything 
between Rs.280 to Rs.300, since the share price of ICICI Bank 
rules above Rs.150. So the shareholders of this bank have 
almost trebled their worth. However, future appreciation in the 
share price of ICICI Bank has not been considered. 
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Apart from this, ICICI Bank shall emerge as a giant in 
private sector banking industry and may even surpass the 
financial performance of HDFC Bank with higher income, higher 
bottom line but with lower equity base. 
Hence in the process of this merger, the shareholders of 
both ICICI Bank and Bank of Madura stand to gain. This merger 
has rightly proved the theory of "Wealth Creation" by the stock 
market. 
BENEFITS FROM MERGER 
Benefits to ICICI: 
The large customer base, geographical reach and 
infrastructure managed by trained personnel would help ICICI 
accelerate our growth plans 
The expanded customer base and distribution network of 
the merged entity would provide considerable cross-selling 
opportunities, enhancing the universal banking strategy of ICICI 
Bank. 
The enlarged network also offers scope to enhance fee-
income, particularly in core areas like cash-management 
services, a traditional strongpoint of both banks, and in the 
payment and collection services. 
ICICI Bank is set to become the country's largest private 
sector bank in terms of assets its merger with Bank of Madura. 
204 
It wilS also give ICICS Ear^ k a huge presence in the South, 
which is an important market given the higher rate of economic 
development and activity. 
In terms of integration, it is a fairly significant effort, in 
human resources, information technology as well as asset quality 
ICICI Bank officials said the merger of Bank of Madura 
would help the bank grow significantly as the merger added 263 
branches. 
"If we had to grow organically, adding the 1.2 million Bank 
of Madura customers and acquiring over 260 branches we 
would have taken at least four to five years. It would also 
mean an extra expenditure of 300 million rupees," senior 
executive vice-president of ICICI Bank P.H.Ravikumar told 
Reuters. 
To achieve the type of balance sheet as that of BoM would 
have taken a minimum of two, years. The merger is giving this 
advantage too. 
BENEFIT TO BANK OF MADURA: 
Merger with a new private sector bank, particularly a 
financially and technologically strong bank like the ICICI Bank 
should add to shareholder value and enhance the career 
opportunities for our employees besides providing first rate, 
technology-based, modern banking services to customers. 
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HOW THE SCHEME OF MERGER PROCEED 
Shareholders of ICICI Bank Limited approve the Scheme of 
Amalgamation 
The shareholders of ICICI Bank Limited (NYSE Code : IBN) 
have, through the Poll conducted at their Fifth Extraordinary 
General Meeting held on January 19, 2001, unanimously 
approved the Scheme of Amalgamation of Bank of Madura 
Limited (BoM) with ICICI Bank Limited subject to the approval of 
the Reserve Bank of India (RBI) and such other statutory and 
regulatory authorities as may be required. The swap ratio has 
been fixed at 2 equity shares of the Bank for every 1 equity share 
of BoM. 
The Bank would be seeking the approval of the Reserve 
Bank of India (RBI) in terms of Section 44A of the Banking 
Regulation Act, 1949. The Scheme would be effective from the 
date on which the RBI approves the Scheme or the RBI may 
specify such other date as by an order in writing. After the RBI 
accords its sanction to the Scheme of Amalgamation, the Board 
of Directors of the Bank would be fixing a Record Date for 
determining the shareholders of BoM who would be eligible for 
the shares of ICICI Bank Limited in exchange of the shares of 
BoM. BoM has 1,17,69,900 equity shares against which the Bank 
will have to issue 2,35,39,800 equity shares of the face value of 
Rs. 10/- each. The nevj shares to be issued would be listed at the 
stock exchanges in Vadodara, Mumbai, Chennai, Calcutta, New 
Delhi and the National Stock Exchange of India Limited. 
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FINANCIAL DETAILS 
HOW THE FINACIAL STATEMENT WILL CHANGE? 
! 
(Rs mn) 
Deposits 
' 
Advances 
Investments 
Share Capital 
Net Worth 
Net Interest Income 
Other Income 
Employee Costs 
PAT 
NPAs (Rsmn) . 
NPAs(%) \ 
1 
ICBA 
pre-merger 
98660 
36573 
44166 
1968 
11494 
1859 
1940 I 
i 
363 1 
ilCBA 
post-merger 
134970 
53227 ; 
61294 
2202 
14088 
2901 
2927 
990 
1052 11507 
559 11486 
1.53 ; 
jNo of employees 11344 : 
2.8% 
3967 i 
All figures are as on 31** March' 2000 
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Shareholding - iCICI Bank 
Pre-Merger 
MF & Banks 
Public 
8.6% 
1.4% 
FIIS 6.9% 
RS 4.7% 
ADS ^6.2% 
Post-Merger 
KMFL 
BoM 1.2% 
$S ICICIBank 
Source: www.icicibank.com 
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Comparing Balance Sheets - FY 2000 
Liabilities 
Equity Capital 
Reserves & Surplus 
Deposits 
Borrowings 
Other liabilities & provisions 
Assets 
Cash and balances with RB 
Balances with banks and call 
Investments 
Advances 
Fixed assets 
Other assets 
laaBank 
120,726 
1,968 
9,527 
98,660 
4,915 
5,656 
120,726 
7,219 
26,933 
44,167 
36,573 
2,221 
3,613 
Bank of 
Madura 
44,437 
118 
2,361 
36,310 
1,836 
3,812 
44,437 
4,561 
3,072 
17,128 
16,655 
1,788 
^ "•-233 
(Rs mn) 
f^iCtCiBank 
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Comparing Income Statements -FY 2000 
(Rs mn) 
Interest income 
Other Income 
Total income 
Interest expense 
Operating expense 
Provisions and taxes 
Total expenses 
Profit after tax 
ICICI Bank 
8,528 
1,942 
10,470 
6,670 
1,534 
1,214 
9,417 
1,053 
Bank of 
Madura 
3,702 
987 
4,689 
2,661 
1,074 
498 
4,233 
456 
I'? ICICIBank 
Source: www.icicibank.com 
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Comparing - Key Ratios - FY 2000 
Capital Adecpjacy Ratio 
. Tierl 
-TierB 
RoNW 
RoA 
CostofDepostts 
Yield on Advances 
Gross NPA 
NetNPA 
Crecit/Oeposit Ratio 
Book Value (R& Per share) 
I d a Bar* 
19.6 
17,4 
2.2 
30.1 
0.9 
7.3 
12.1 
1.9 
1.1 
37.1 
58.4 
Bank of Madura 
15.8 
14.7 
1.1 
19.9 
1.0 
7.3 
12.1 
8.3 
4.7 
45.9 
210.6 
ICICIBank 
Source: www.icicibank.com 
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Bank of Madura - Shareholding pattern 
As at November 28, 2000 
Public 
48.8% 
Banks 
1.4% 
Promoters 
24.9% 
7.3% 
11.4% 
KMFL 
6.2% Employees 
FIs 
ICICIBank 
Source: www.icicibank.com 
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piM^iiiirmiiiiii^ 
Advisa's 
ig> 
Advisei^ 
Investment 
Banker 
Independent 
Valuation 
Report 
Auditir^ Firm 
for due-
diligence 
laOBank 
KotaklV^hindra 
Capital Conpany 
(For the merger 
process) 
DelloiteHaskins & 
Sells 
KPMG 
Bank of Madura 
DSP Merrill Lynch 
DelloiteHaskins & 
Sells 
0lCICIBank 
Source: www.icicibank.com 
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IMPACT OF MERGER ON SHARE MARKET 
On the stock markets, the swap ratio was reflected in divergent 
movements of the two stocks - while the BoM share hit the upper 
8 per cent circuit on both Bombay and National stock exchanges, 
closing at Rs 142.1 and Rs 142.85 respectively with the market 
finding the swap ratio favorable to the shareholders. But volumes 
in the counter were low at 1,065 shares being traded on BSE and 
3,450 on NSE. The ICICI Bank stock was given the thumbs-
down by the market, and fell 2.67 per cent, to close at Rs 165.30 
on BSE. 
Just after the announcement, the Bank of Madura share hit 
the upper ceiling and closed at Rs 142. ICICI Bank fell by Rs 4 to 
close at Rs 165 against the previous close of Rs 169. In the 
announced swap ratio, the effective share price of Bank of 
Madura should be Rs 330. Bank of Madura's shares were 
quoting around Rs 70 per share a few week ago. However, on 
earning per share. Bank of Madura notched Rs 38.73 against 
ICICI Bank's Rs 5.3. Also, the net asset value of each share of 
Bank of Madura at Rs 211 is much higher than that of ICICI 
Bank's Rs 58.40. 
The shareholders of BoM would not have even dreamt of 
such higher valuations. At the current market price of Rs140 of 
BOM, it means a premium of over 130% as per the new ratio. 
The management of ICBA would justify the ratio as short-term 
phenomena and would focus more on the inorganic growth they 
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would be achieving once the merger is through. But the question 
still remains as to how does the stock prices react to the news. 
After the ratio was announced, as expected, BOM had hit the 
circuit and would continue to do till the arbitrage opportunity is 
present. But it could also result in a drop in share price of ICBA to 
lower the valuation gap. 
SEBI'S INSIDER TRADING PROBE 
Meanwhile, SEBI has sought a number of details from the 
Bombay Stock Exchange (BSE) of the trades in the counter. The 
market regulator is also believed to have sought details from 
merchant banking circles associated with the deal. 
BSE officials confirmed that the details had been sought by 
SEBI of the trades conducted in the BoM counter in the last three 
settlements. They said complete details regarding the names of 
the members of the exchange, from where the trades were 
executed along with client details have been sought by the 
market regulator. It has been fonwarded to SEBI, sources said. 
It is feared by SEBI that the information about the deal 
might have been filtered into the market by select insiders much 
before the official announcement and this was also evident from 
the sudden rise in the price of the BoM share along with the 
volumes. 
Looking at the price and volume trend, there was hardly 
any trading volume in the bank's share in the last few months. 
With the share price moving in the range of Rs 80-85 on both 
NSE and BSE, with average volume of 300-500 shares on BSE 
and 1,200-1,500 shares on NSE. 
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But from the beginning of December, the share started 
moving up and till December 11 (the day both the banks 
announced the merger ratio) the share had hit the upper circuit 
on both the bourses. In just seyen trading days the share 
increased by 58 per cent from Rs 90 (Dec 1) to Rs 142 
(December 11). 
Another interesting trend seen i? the volume, especially on 
BSE. On December 5 just 150 shares were traded on BSE but on 
December 6, huge volume of 5,87,970 shares were traded. 
But during this period the share price of ICICI Bank almost 
remained stagnant and moved in the range of Rs 140-150. It is 
suspected that there were insiders who knew about all the details 
including the merger ratio. The swap ratio of 2 shares of ICICI 
Bank for 1 share of BoM had surprised the market with the share 
of ICICI Bank falling after the announcement of the ratio. 
HOW THE NON-PERFORMING ASSET WILL BE 
DEALT 
It is not proper to compare the NPAs of new generation 
banks like ICICI with that of old private sector banks like Bank of 
Madura, which is 57yearsold. For a 57 years old bank, if we 
compare the NPAs and look into their accounts, the NPA level is 
just 4%which when compared with other such old private sector 
banks is very low. This was also one of the factors considered by 
ICICI prior to the merger. 
ICICI will appoint a core team to control NPAs, which will 
also work with Bank of Madura to bring down the level of NPA to 
2-3%. ICICI's management doesn't like to have a very high NPA 
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for the merged entity. The objective is to maintain a low NPA 
ratio of less then 2%. 
HUMAN RESOURCES ISSUES 
HOW THE HUGE SALARY DIFFERENTIALS WILL BE 
MANAGED: 
ICICI's banks management has assured that there would 
be no retrenchments and "nobody will be put to any 
inconvenience," assured by Chief Executive officer and 
Managing Director HN Sinor. The job protection assurance is 
given to employees of BOM. 
The management has assured all Bank of Madura 
employees that whatever salary they are getting will be continued 
and there will be no erosion. Over a period of times management 
of ICICI bank will appoint a consultant who will recommend the 
pay scale. Salary in ICICI bank is determined on the basis of 
performance basis. So Bank of Madura employees will not be 
fitted with ICICI's performance scale. Their salary will continue as 
per their existing scale with a minor increase. 
ARE THERE ANY PLAN FOR BRANCH CLOSURE 
No, ICICI will not close any branch. But over a period of 
time some of the branches may be clubbed where ICICI has its 
own branches in common areas. In fact there will be no closure 
of branches because ICICI want more branches to grow, but 
where ICICI have a branch very near to BOM's branch then there 
will be some sort of realignment. ICICI may not part with the 
building but there could be one branch withcoporate banking and 
another with retail banking. 
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THE LARGE NUMBER OF RURLA AND SEMI URBAN 
BRANCHES OF BOM iS A THREAT OR AN OPPORTUNITY: 
It is definitely an opportunity for ICICI Bank as it has very 
few branches in rural centres. Due to this ICICI Bank could not 
enter, with great strength, into agricultural financing, small 
business financing etc., which is also the nation's need today. 
Moreover, it is mandatory for private sector banks that they 
should make 40% of their net advance to priority sectors. But, as 
of today, some new as well as old private sector banks and 
nationalised banks are not able to reach 40% due to various 
reasons. The branches of Bank of Madura in rural and semi-
urban areas will help ICICI Bank in getting a lot of priority sector 
advances, and priority sector advances of Bank of Madura which 
are already booked will be added to ICICI Banks books which will 
give a boost to Banks ratio of advances to assets. 
PERFORMANCE OF ICICI BANK AFTER MERGER 
ICICI Bank held its analyst meet on April 27, 2001 in the 
ICICI building, and announced its Q4 results 
Pursuant to the amalgamation with Bank of Madura (BOM), 
the Profit and Loss for FY01 reflects stand alone ICICI Bank till 
March 9, 2001 and that of the combined entity from March 10, 
2001. ICICI Bank has recorded a PAT of Rs1.61bn in FY01, an 
increase of 53% from FYOO figures. The strong profit growth was 
driven by a 118% rise in net interest income to Rs4.04bn and a 
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nearly 100% growth of core fee income to Rsl.Tlbn in FY01. 
PAT for Q4 was Rs504mn, a growth of 53% over the 
corresponding quarter of the previous year. 
While the interest income grew by 46% to Rs12.42bn in 
FY01, interest expense grew by only 26% to Rs8.37bn thus 
showing the 118% growth in net interest income. The net interest 
margins have also increased from 2.46% in FYOO to 2.55% in 
FY01. The increase in margins was primarily due to the fall in the 
cost of deposits as the bank claims that it was able to raise a 
significant amount of stable and low cost deposits - obviously the 
falling interest rate scenario has also helped the bank's cause. 
Business Growth 
The total asset size of the bank has risen 63% to Rs197bn. 
Total deposits grew 66% to Rs164bn, the share of retail deposits 
in that have grown from 31% to 61%. The total ranch network 
has risen from 97 to 378 and the number of ATMs has gone up 
from 175 to 510. He number of customer accounts has gone up 
from 0.64mn to 3.2mn. 
On the corporate side, 94% of the incremental exposure to 
clients is rated A and above. The number of corporate 
relationships also increased from 852 to 1687. 
The bank does not see its capital market exposure to be a 
source of trouble. Its exposure stood at Rs2.45bn - Rs350mn in 
Investments, Rs750rTTfTki,tirokers and the rest as guarantees. 
219 
-Particulars 
Sources of Funds 
Equity CapitalfRef. 
Note) 
Share Premium Account 
Profit & Loss/General 
Reserve 
Statutory Reserve 
Other reserves 
Reserves & Surplus 
Net Worth 
Saving Deposits 
Demand Deposits 
Term Deposits 
Borrowings 
Bills Payable 
Interest Accrued 
Other Liabilities and 
Provisions 
Capital Employed 
Application of Fund 
Cash and Balance with 
RBI 
Balance with Banks and 
Money at Call 
Investments 
In Government 
Securities 
In Shares 
In Debentures 
In Approved Securities 
In Others 
Total Investments 
Advances 
Bills Purchased and 
Discounte(l 
Cash Credit, Overdrafts, 
Demand Loans 
Term Loans 
Total Advances 
Fixed Assets 
Other Assets 
Capital Deployed 
March 
2001 
1650 
375 
3.9 
588.6 
50 
1017.5 
2667.5 
1037.4 
3631.7 
21621.1 
1922.3 
1078.1 
175.6 
660.6 
32794.3 
Is 
3101 
5627.9 
7046.7 
470.3 
2165.1 
-
551.8 
10233.9 
1409.2 
8415.9 
1453.6 
11278.7 
1837 
715.8 
32794.3 
March 
2002 
1650 
375 
1.3 
788.6 
268.4 
1433.3 
3083.3 
2271.2 
5766.2 
52692.0 
1998.9 
1121.9 
234.9 
2648.3 
69816.7 
4658.1 
11724.4 
15273.6 
1380 
6666.1 
-
5292.5 
28612.3 
4549.6 
13835.1 
2716.6 
21101.2 
1996.3 
1724.5 
69816.7 
March 
2003 
1968.2 
7690.3 
1.4 
1038.6 
796.6 
9526.9 
11495.1 
5332.6 
15874.8 
77452.8 
4914.7 
1422.0 
335.2 
3899.1 
120726.3 
7218.9 
26932.7 
28149.4 
1609.5 
11372.2 
-
3035.7 
44166.8 
7012.9 
25776.7 
3783.8 
36573.4 
2221.2 
3613.2 
120726.3 
March 
2004 
2203.6 
8045.4 
8.3 
1844.3 
1024.6 
10922.6 
13126.2 
18806.4 
26218.6 
118757.1 
10327.9 
3805.6 
556.5 
5767.6 
197365.9 
12316.6 
23620.3 
40704.4 
1251.2 
30700.8 
414.9 
8797.3 
81868.8 
10870.4 
49709.1 
9735 
70314.6 
3811.3 
5434.6 
197365.9 
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Ratio 
Assets Break-up(%) 
Liquid Assets 
Advances 
Investments 
Fixed/Other Assets 
Return on % 
Net Worth 
Total Assets 
Equity 
26.6 
34.4 
31.2 
7.8 
18.8 
1.5 
30.4 
23.5 
30.2 
41 
5.3 
20.5 
0.9 
38.4 
28.3 
30.3 
36.6 
4.8 
9.2 
0.9 
53.5 
18.2 
35.6 
41.5 
4.7 
12.3 
0.8 
73.1 
Growth Ratios 
Term Deposits 
Saving Deposits 
Demand Deposits 
Cash and Balance with 
RBI 
Banks/Call Money 
Advances 
Investment 
Fixed Assets 
Other Assets 
Total Assets 
-
-
-
-
-
-
-
-
-
143.7 
118.9 
58.8 
50.2 
108.3 
87.1 
179.6 
8.7 
140.9 
112.9 
47 
134.8 
175.3 
55 
129.7 
73.3 
54.4 
11.3 
109.5 
72.9 
53.3 
252.7 
65.2 
70.6 
12.3 
92.3 
85.4 
71.6 
50.4 
63.5 
Per Share(Rs,) 
Net Earnings(EPS) 3.0 
Dividend(DPS) 1.1 
Net Book Value(NAV) \ 16.2 
3.8 
1.3 
18.7 
5.3 
1.4 
58.4 
7.3 
2.2 
59.6 
As a % of Deposit 
Demand Deposits 
Term Deposits 
Saving Deposits 
Liquid Assets 
Advances/CD ratio 
13.8 
82.2 
3.9 
33.2 
42.9 
9.5 
86.8 
3.7 
27.0 
34.7 
16.1 
78.5 
5.4 
34.6 
37.1 
16.0 
72.5 
11.5 
21.9 
42.9 
As a % of Provisions 
Provisions for NPA's 
Provisions for 
Investments 
Provision for Tax 
27.1 
27.5 
45.3 
52.6 
(7.9) 
55.2 
54.8 
10.6 
27.2 
46.6 
(5.0) 
50.7 
As a %of Total Income 
Interest Income 
Operating Expenses 
Operating Cost as a % of 
Total Assets 
Yield on Investment(%) 
75.2 
16.8 
1.8 
7.8 
85.9 
13.1 
1.2 
7.3 
81.5 
14.6 
1.3 
9.3 
85.0 
22.9 
1.7 
6.8 
221 
Note : March'2004 
Equity share capital includes Share capital suspense a/c 
amounting to Rs.235.4mn for the year 2004. 
(Represents face value of 2,35,39,800 shares to be issued to 
shareholders of Bank of Madura Ltd on amalgamation). 
Business 
Post merger with Bank of Madura, ICICI Bank has emerged as 
the second largest Private sector Bank in the country with an 
asset base of Rs197bn. The branch and customer base of the 
Bank as at June end was as follows: 
As on June, 2004 
Branches & EC- 395 
ATM Network- 546 
Total No. Of Accounts-3,700,000 
Saving Bank Accounts-1,800,000 
Power Pay Accounts- 855,000 
Infinity Accounts-640,000 
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No. of Demat Accounts- 300,000 
NRI Accounts- 92,500 
ATM cards- 1,476,000 
Credit Cards- 295,000 
Debit cards- 61,000 
ICICI Bank's retail deposits increased by 227% to Rs200bn in 
FY05. The significant benefit of the BOM merger has been the 
change in the Retail: Wholesale deposit ratio. Retail Deposits in 
FY01 were 61% of total deposits, while wholesaled deposits 
contributed 39%. In FY04 the figures were exactly reverse at 
31% retail and 69% wholesale. The expansion of the retail 
deposit base has benefited terms of the reduction in the 
average cost of deposit from 8.72% to 7.77%. Retail customer 
base of the bank jumped to 3.2mn in March 2001 and has 
further risen to 3.7mn by June aided by the strong focus on 
expansion of Retail business. The merger has also provided 
geographical expansion into semi-urban and rural areas. 
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Retail Business 
Total deposits mobilized by the bank now stands at 
Rs163.78bn. ICICI Bank's share of deposits in the banking 
system have risen to 1.44%, up from 0.98% in FYOO. The 
merger has enabled ICICI to tap the SME (small and medium 
enterprise) and micro business segment of the market which it 
hitherto had a minimal presence. 
The retail asset base of the company has also grown with wide 
range of product offerings such as auto loans, home loans, 
loans for consumer durables, investment products. Innovative 
and value added service such as Kid-e-Bank, Internet Banking, 
Phone Banking has helped to gain customer as well as reduce 
cost of operations. 
Corporate Business 
Leveraging on the ICICI brand equity and group marketing 
efforts ICICI Bank has been able to grow its Corporate asset 
base through cross selling of financial products. The Bank has 
also concentrated on enhancing the quality of its asset portfolio. 
94% of the incremental approvals were granted to corporate 
with rating of A and above. Corporate Banking is offered 
through 11 Branches 
As on March 31^' the Banks advances stood at Rs70.3bn. 
Investments in credit substitutes stood at Rs37.4bn. The credit 
deposit Ratio has improved to 42.9% in FY2001 against 37.06% 
in FY2000. 
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Capital adequacy 
Capita; adequacy as on march 31 was 10.42% on Tier I Capital 
of rs13.02bn and 1.15%on Tier II Capital of Rs1.45bn. Overall 
capital adequacy ratio stood at 11.57% of risk weighted assets 
as against the regulatory requirement of 9%. 
AWARDS AND RECOGNITION FOR ICICI BANK IN 2004 
. Best Consumer Internet Bank in India by Global Finance 
. Best Corporate / Institutional internet Bank in India by 
Global Finance 
. Best Domestic Commercial Bank in India by Asiamoney 
• Best Emerging Market Bank in India by Global Finance 
. Best Overall Foreign Exchange Bank in India by 
Asiamoney Poll 
. Best Bank of the Year in India by Finance Asia 
• Best Retail Bank in India by Asian Banker 
. Best Foreign Exchange Bank in India by Global Finance 
. India's Most Admired Private Sector Bank by Business 
Barons 
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SUMMARY PERFORMANCE 
The ROAA stood at 1.34% while ROANW stood at 12.98%. The 
banks market share in total deposits was about 1.44% while its 
market shares in total customer assets stood at 1.92%. Although 
the net NPAs as a percentage of customer assets stood 1.44%, 
the absolute amount of gross NPAs have gone up from Rs0.99bn 
in FY04 to Rs4.21bn in FY05. The bank has coverage of 63% on 
its customer assets. 
The yield on advances stood at 13%o (14.06%) while the yield on 
investments stood at 10.74% (11.52%). The cost of deposits has 
come down from 8.72% to 7 77% while the spread stood at 
2.88% (2.30%). The CAR stands at 11.5% with the Tier 1 capital 
accounting for 10.5%. 
FUTURE PLANS 
For FY05, the bank plans to focus specifically on stringent cost 
control, improving asset quality, enhancing fee income and 
extracting value from its business. The bank expects its asset 
base to grow by about 35% for the coming year. The bank may 
see a fresh issue of Tier 2 capital to shore up its CAR. An 
additional 250 to 300 ATMs are expected to be installed in this 
fiscal year. The bank expects the low interest rate regime to 
continue thereby leading to a lower/ stable cost of deposits. Post 
merger, the bank does not expect a rationalization of the BOM 
Ux 
staff at the same time it expects the wage bsil for FY05 to go up 
by about 30%. 
By July, the bank expects to complete atleast three phases of 
integration with BOM (about 100 odd branches), accounting for 
about 80% of the business. The bank sees atleast 25 centres 
where both the banks are operating in close proximity; the same 
are expected to be relocated. The cost estimate is expected to be 
about RsQOOmn - Rs600mn for technology and RsSOOmn for 
refurbishing the branches. 
In the next chapter the researcher has concluded the entire 
chapters and given the fruitful suggestions. 
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ConcCusions 
In the preceding chapters the researcher discussed rate of 
mergers and acquisitions in the globalisation of the Indian 
economy. This chapter provides the concluding past of the 
thesis. It contains the summary of earlier chapter and also the 
findings and suggestions for future development. 
The main motive behind the mergers and acquisitions is 
expansion, control and increase the wealth of the shareholders. 
M & A takes place because of the interest advantages and 
benefits that accrue from it, people problems are the most 
frequent cause of failure. 
So the single biggest challenge is to elicit the support of the 
employee base of both organizations. 
There are reasons why this may be difficult such as Indian 
corporate are highly controlled and managed by the promoters. 
The ownership state in the normal course inhibits any rational 
judgment are this sensitive issue. It is difficult for any promoters 
to voluntarily relinquish management control in favour of the 
other after the merger between the two. The other and foremost 
is the worry of employees with regard to their future, whether 
they will be appreciated or valued in the new structure, whether 
their roles will be enhanced or diminished and so on. Competitors 
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and headhunters understand that in the first week after a merger 
or acquisition announcement, most employees may not know 
where they fit into the new structure or, indeed, if they have a job 
or not. So they move in aggressively and rapidly on the best 
talent. There is a real danger of losing the very people who make 
the acquisition a good buy. 
So there is a real need to work on a HR strategy 
concurrently, even as the details of the acquisition are being 
finalized. Many decisions need to be taken in advance of the 
announcement of acquisition, so that the key identified 
employees are contacted immediately post announcement, their 
roles and contribution in the new order outlined, and their support 
won. 
An examination of the studies made and the survey 
conducted for the success of failure of accusations world over, 
reveal that about 50 per cent of the acquisition are regarded as 
successfully or failure based on the perception of the managers. 
One of the most important factors in determining the success of 
the mergers and acquisitions is the human factor. Different 
methods of restructuring are being used with a view to enhancing 
shareholders value. These include spin-off and de-mergers. 
Innovative methods, like financing acquisition of even very large 
firms such as leverage buy-outs LBOs are being used. 
Integrating foreign acquisition is generally much, more 
complex and presents formidable problems. Since the acquired 
company's managers and staff tend to be unfamiliar with the 
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language, managerial behavior and corporate custom of the 
acquirer, they need to be reassured more than in the domestic 
condition about the intention of the acquire. The acquire must 
develop vision for the target company under the new 
dispensation and communication this vision with clarity. The 
benefits to the acquired company, managers and staff must be 
explicitly outlined. 
The interface between the two companies must be handled 
extra sensitively. Cross-border mergers and acquisitions need to 
be handled carefully and human element must be given top 
priority in addition to the other factors, which are kept in view 
while resorting to cross-border mergers and acquisitions. 
Successful acquirers typically focus on critical global functions 
such as R&D in pharmaceuticals to give them worldwide 
competitive advantage. The skill transfer mechanism must be 
handled cautiously. Internationalisation/ globalisation Efforts on 
the part of the countries and likely to increase cross-border 
mergers and acquisitions and international alliance. The need for 
understanding the corporate culture of the concerned 
organisation, therefore, is the hallmark of success of the cross-
border mergers, acquisitions and strategic alliance. 
Inter culture training and research seems to be one of the 
important factors to facilities and extend the necessary 
understanding required for making international alliance success. 
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To conclude, mergers and acquisitions will continue to be 
almost everyday feature of the contemporary business, yet at 
least half is likely to be proved unsuccessful. The success and 
failure will depend upon how it can deal with the problem of 
cultural integration and how it is able to interface with the human 
phenomenon. Greater emphasis will be required on cultural 
compatibility as it concerns partner selection, integration 
practices and venture outcome. With increasing economic activity 
due to the business becoming global, there is need to know more 
about the national culture as well as the corporate culture of 
different countries. 
Most of the M&A have multiple objectives, which are 
sometimes very complex. The objectives of the M&A activities 
could vary from getting a tax shelter to making a new project, 
which has become unviable due to changed government policies 
time and cost overruns etc. Sometimes the objectives in case of 
mergers could also be the hefty financial gains, which promoters 
will get due to capital appreciation. 
The mergers studied show a trend their companies will 
increasingly go for synergy driven mergers where economies of 
scale, marketing and distribution efficiencies reduced workforce 
possible through reorganization, reduction in costs by prevention 
of duplication of facilities are major objectives. With increasing 
competition in liberalized India, diversified companies will concen-
trate on core strategies and divert divisions not complementary to 
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their businesses. The coming years v/ill see a lot of activities in the 
areas of mergers where new valuation techniques will be used 
and mega mergers will be resorted to by the companies to sun/ive 
in the increasingly competitive global environment. 
Will Indian Mergers Pay? 
In 1996, the Indian capital market witnessed several big mergers 
than at any time in the past _ mega ones being Brooke Bond 
Lipton India with Hindustan Lever, McLeod Russel-Eveready 
and those in the Ciba-Sandoz stable. In the Ajay Piramal 
group, Nicholas Piramal India, Piramal Healthcare and 
Boehringer Mannheim India are merging. The M. A. 
Chidambaram group started a restructuring exercise in 1995 
through mergers. 
The year 1996 saw the three-way merger of Indrad Auto, 
MAC Industrial Products and South India Corporation. While 
the Videocon group decided to merge Videocon Narmada and 
Videocon International, four group companies of the Onida group 
_ Mire Electronics, Monica Electronics, Onida Saka and Onida 
Savak _ have similar plans. The year ended with the mega ICICI-
SCICI merger. 
Most mergers were justified in terms of operational and 
financial synergies, economies of size, pooling of resources, tax 
benefits, and so on. What can one expect of these mergers? A 
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look at the international scene could provide some useful leads. 
While mergers have started hitting up only now in the Indian 
market, the US market has seen two such phases (apart from the 
current one) when merger activities peaked, first in the mid-
1960s and then in the late 1980s. 
Many of the studies abroad on mergers are divided into ex-
ante market reactions and ex-post analysis. A summary of the 
ex-ante studies shows that the shareholders of the acquired 
company generally tend to gain more than those of the acquiring 
company. While the average returns of the former category 
worked out to around 20 per cent, for the latter it was only 2-3 per 
cent. 
The ex-post analysis studied the success or failures of 
mergers. A merger was considered successful if the post-tax 
earnings as percentage of equity invested in the acquisition had 
exceeded the acquirer's opportunity cost of capital. In sum, the 
probability of success was at best about 50 per cent. However, it 
was found that the probability of success could be improved by 
having strong core businesses, buying companies in related 
areas where chances of achieving real economic synergies are 
the highest, and buying smaller companies that can easily be 
integrated in the post- acquisition phase. 
The major reasons cited for the failure of mergers were 
over- optimistic appraisal of market potential, over-estimation of 
synergies, overbidding, and poor post-acquisition integration. 
Merger activity displays a cyclical phenomenon in line with the 
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peaks and troughs in industrial activity. The merger route is 
generally preferred as external investment and is believed to be a 
more than a substitute for internal investment. However, an 
active market for corporate control (which has now been 
facilitated by the takeover code) dramatically reduces the 
chances of success for acquiring companies. Even where the 
acquisitions are in related areas and the companies are small 
enough to be easily aid integrated post-merger, the success rate 
was found to be just 50 per cent. 
A formula for mergers 
A wave of mega mergers is once again sweeping the 
corporate world. The rationale in all these mergers and 
acquisitions is to deliver enhanced shareholder value. With 
economic recession, sales are sluggish and brands are 
stagnating. It is not a rosy picture on the corporate front too, and 
many corporate houses are opting for mergers and acquisitions 
for mutual growth. 
An effective prescription for successful mergers and 
acquisitions can be the following for a company like HLL. Since 
1967,the company has witnessed many a merger - some which 
led to phenomenal growth and others that failed to click. 
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Merger Rationale 
The rationale in any merger is to deliver enhanced values. 
And this value may accrue from one of three sources -
a) Cost synergy, 
b) Value synergy 
c) Growth synergy. 
A merger between two corporate entities operating in 
roughly the same categories should lead to cost energy. Here 
value enhancement comes from cost savings and is 
characterised by restructuring and re- organising. The Citibank-
Travellers mergers and the HLL-Tomco merger are examples 
of mergers based on cost synergy. 
Examples of value synergy would be the Monsanto-
American Home products or Chrysler-Daimler merger. Here, 
the merger is characterised by each partner gaining access to 
something that the other uniquely has, like a market segment. 
The HLL-BBLIL merger was the one driven by growth 
synergy. Here the expectation is for 2+2=5, because the 
resources of one can be used to drive the growth of the other. 
In a market like India, the opportunity for growth is a very strong 
driver for mergers and acquisitions. Low category penetration 
and/or higher consumption opportunities make for a rich array of 
alternative strategies. This is evident in the Kissan and Kwality 
Walls, brands that came into the HLL fold in the last few years. 
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Corporate mergers are inevitably high profile events with wide 
media attention. As always, there is a great deal of focus on the 
visible aspects of the merger. These are typically the valuation, 
swap ratio, the new chief executive, impact on share prices etc. 
The post-merger scenario, which is largely about people and 
brands, seldom receives the same level of reporting or analysis. 
And the management of the post-merger scenario is what 
determines whether a merger is successful or not - the yardstick 
being market position and consumer perception. 
Over the years mergers have taught us many lessons. The 
most important lesson of them all is to stick to the basics and not 
forget the obvious. The other lessons include: reconnect with the 
consumer, develop insights into the brand context and create, 
preserve and destroy all at once. 
Advantages of Organic growth vs. growth through M&A's 
1. No risk of different organisational cultures coming together. 
This is one of the factors that hamper the growth of an 
organisation that has been formed by a merger or acquisition. 
For example:- When HSBC and Midland bank came together 
they faced problems because HSBC's organisational culture 
was different from that of Midland bank. HSBC was more 
customers driven, aggressive, conscious of its bottom line and 
more professional than Midland bank. 
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These kinds of problems do not arise in the case of organically 
growing organisations because the organisational culture 
remains constant and there is no conflict. 
2. Management style, attitudes and long term goals and 
objectives are consistent. This is unlike in the case of growth 
through M&A's, where after coming together there might be a 
difference of opinion on where the organisation is headed. 
3. Employees might be threatened if a company merges or is 
acquired by another. But this does not happen in the case of 
an organically growing organisation. There are infact more 
chances of growth and promotions in a healthy organically 
growing company than in one that believes in Mergers and 
acquisitions. This is however very subjective. Say for 
example, two companies come together. They each have one 
CEO. After coming together one will have to be placed below 
another because they can not have two CEO's. This will lead 
to dissatisfaction and the departure of a valuable employee 
from the organisation. 
4. In an organically growing organisation all the employees are 
committed to the organisation. They become loyal to the 
company and relate to it. On the other hand one might merge 
or acquire another company but will not be able to acquire the 
kind of employee commitment that they have for the original 
organisation. This could hamper work performance. 
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5. No compromises have to be made in an organically growing 
organisation because their goals are predefined and do not 
come in conflict with those of another organisation. In a 
merger and acquisition both relinquish their independence and 
cooperate with each other, therefore obviously resulting in 
some form of compromise on one front or the other. 
LOOKING BACK ON FY 2004 
M & As shave off Rs 12,700 or in market capital. 
IVIergers of group companies dominate in FY 2004, as 
consolidation is the order of the day 
A total of 42 mergers and amalgamations took place in FY 
2004 in Corporate India, encompassing the banking, finance, 
power, pharmaceuticals, chemicals, steel, electronics and 
automobile sectors. 
Prominent among them were the mergers of two Tata 
group power companies—Andhra Valley Power Supply Company 
(AVPSC) and Tata Hydro-Electric Supply Company (THESC)— 
with Tata Power Company (TPC), the merger of Bank of Madura 
(BoM) with ICICI Bank and the merger of Cheminor Drugs (CDL) 
with Dr.Reddy's Laboratories (DRL). 
Quite a few mergers were undertaken to consolidate 
operations in an increasingly competitive environment. 
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The merger of BoM with ICICI Bank was the biggest 
merger in the banking industry after the Times Bank-HDFC Bank 
merger. The merger has been a part of the consolidation in the 
banking sector. The merger created one of the largest private 
sector banks in the country with an asset base of Rs 16,000 
crore. The merger ratio of two ICICI Bank shares for every one 
BoM share was quite favourable to Bank of Madura's 
shareholders vis-a-vis their prevailing share prices. There was a 
sharp surge on the BoM counter after the announcement. 
Notwithstanding the mergers, there was an erosion of Rs 
12,724.43 crore in the combined market cap of the companies 
involved in the 42 mergers from Rs 44,806.82 crore as on 31 
March 2003 to Rs 30,882.39 crore as on 31 March 2004. The 
decline can be attributed to a sharp setback on the bourses 
during the year with the BSE Sensex shedding 27.93% to 
3,604.38 on 31 March 2004 from 5,001.28 on 31 March 2003. 
RECENTTRENDS: 
INDATA: The Indian M&A Database 
INDATA is a comprehensive database on the Indian 
mergers and acquisitions market. Developed by India Advisory 
Partners, INDATA's analysis of all M&A and private equity deals 
in India is published in the leading M&A journal Acquisitions 
Monthly. In developing INDATA, lAP uses information provided 
by major corporate finance intermediaries active in India (who 
report all their transactions to lAP), contacts with leading Indian 
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companies involved in deals and a thorough survey of all publicly 
available information. 
INDATA has been tracking the market since 1998. The 
graph below shows M&A and private equity activity in India each 
half year starting January 1998. 
Indian M&A Deals (By Half Year) 
FH SH FH SH FH SH FH SH 
1999 1999 2000 2000 2001 2001 2002 2002 
Six Month Period 
Rs. Bn •No. 
INDATA carries comprehensive analysis of published deal 
terms, for use as a tool by M&A practitioners. Deals are updated 
as further information becomes publicly available up to 18 
months after the deal has been completed. 
INDIAN BANKING INDUSTRY ENTERS M&A ERA 
Consolidation in the banking industry worldwide is an 
ongoing process. Banks, in their quest for lower costs and higher 
margin, are always on the look out for synergy with their own kind. 
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We read about the birth of a new larger, more dtversified or more 
focussed bank on a regular basis. However, in India, action on 
this topic has been missing. This topic has only been discussed 
and debated ever since it was first elaborated in the Narasimham 
committee report in 1991. The only instance of its kind was 
mandated by the powers that be and it had nothing to do with the 
need of the two merging entities. Consequently, the experiment of 
merging two public sector banks - Punjab national bank and new 
bank of India - way back in 1993 has not been a success but was 
a disaster. 
The proposed amalgamation between Timesbank and 
HDFC bank will be the first merger of its kind, wherein the two 
profitable private sector banks have agreed to merge on a 
negotiated basis. Under the proposed scheme of amalgamation, 
subject to the shareholder and requisite regulatory approvals, 
shareholders of Timesbank would receive one share of HDFC 
bank for every 5.75 shares of Timesbank. The merger is effective 
from December 1, 1999. 
The present merger makes sense from a business and as 
well as strategic point of view. The logic behind the merger has, 
most importantly, been one of size. Based on the balance-sheet 
sizes of the two banks as of September 30 1999, post-merger, 
HDFC bank will have total deposits of around Rs 6,900 crore and 
a combined balance-sheet size of over Rs 9,000 crore, making it 
the largest private bank. 
The merger shall bring in both synergies of operations and 
volumes. HDFC bank stands to gain in tenns of savings on 
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technology, faster growth, an expanded consumer base, 
increased market-share and reduced costs. The network of the 
merged entity will stand increased to 107 branches, ahead of 
centurion bank. HDFC bank is present in 26 cities while 
Timesbank is present in 23. With the merger, HDFC bank will gain 
a presence in seven centers where it does not have branches. 
Total retail banking and demat accounts would also increase to 
over 6,50,000. The merger would enable HDFC bank to leverage 
the use of its alternative delivery channels (phone banking, 
Internet banking, etc) and provide cross-sell opportunities across 
a wider product range and to a larger customer base. 
HDFC, which already has a considerable presence in \\)e 
market for housing finance, the merger consolidates its position as 
a serious player in the financial sector. Times group, the merger is 
an opportunity to exit an unrelated business and focus on its core 
operations of media and entertainment industry. 
With a combined market cap that will now be second to 
only State bank of India, HDFC bank has entered the top league. 
It may give a tough competition to Indian banks led by SB! and 
foreign banks led by Citi bank. This merger will lead to the M&A 
scene in the Indian banking industry warming up. 
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THE LIBERALIZATION ERA' 
A Look at the Indian Financial Industry 
This is the first in a series of articles by iS3C about the 
Indian Financial Industry. In this article, Bharat Shah, of iS3C, 
gives Finance Line readers some background on the current 
financial Industry In India, particularly treasury, and the first 
generation of reforms undertaken by the Indian Government, 
which began in 1991 and ushered in what is known as the 
liberalization Era.' 
The Indian economy, considered to be one of the largest 
consumer markets that form the Asian Tiger Economies, was 
finally awakened from its sleep with the Liberalization reforms in 
1991 undertaken by the Indian Government under the leadership 
of the Prime Minister P.V. Narishma Rao and Finance Minister 
Manmohan Singh. 
Key broad economic indicators for the Indian Economy: 
Foreign exchange reserves: In 1994-95 the Foreign Exchange 
Reserves were as low as USD 5.6 billion, but have now reached 
a comfortable level of USD 52.17 billion as of 7 January 2004 
(excluding gold reserves). 
Balance of Trade: Balance of Trade continues to be negative 
with Fiscal Year 2003-2004 Imports being USD 50.25 billion and 
Exports being USD 44.2 billion with a deficit of USD 6.05 billion. 
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Capital Markets: The BSE Sensitive Index, the leading Stock 
Market indicator, has increased phenomenally from the 1996-97 
level of 3,361, to an all-time high of 5,953 on 12 February 2000. 
Gross Domestic Product: According to the Center for 
Monitoring Indian Economy's October review, the real Gross 
Domestic Product (GDP) in 2003 -2004 is likely to grow at a rate 
of 6.1 percent, which is considered to be a healthy rate of growth. 
Fiscal Deficit: The fiscal deficit, as a proportion of GDP stood at 
6.7 percent in 2002-03 and is expected to be 6.5 percent in 2003-
2004. This is considered to be very high and, as a result, is a 
cause for concern. In the last two Fiscal Budgets the Government 
has taken measures to stem the increase in the Fiscal Deficit by 
embarking on bold policies such as reduction in subsidies, 
increasing direct and indirect taxation revenues. 
Capital Markets: As part of the liberalization of the capital 
market, Indian corporates have been permitted, since 1992, to 
access international capital markets through Euro-issues aimed 
at mobilizing funds for modernization and import requirements. 
The instruments used for these issues are the Global Depository 
Receipt and Foreign Currency Convertible Bonds (FCCB), also 
called, in the present context. Euro Convertible Bonds or simply 
Euro-convertibles. Recently many companies have approached 
the ADR route for their international financing needs. 
The Indian capital market is one of the top eight performing 
markets in the world. With 7,500 listed companies it is second 
only to the United States in terms of listings. Market capitalization 
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in 1995 was approximately USD 185 billion, with approximately 
15 million shareholders. The BSE Index on 14 February 2000 
reached an all time high of 6,150 with a market capitalization of 
rupees. 
There are 23 stock exchanges in India with the five major 
exchanges located in Bombay, Madras, Delhi, Calcutta and 
Ahmedabad. In 1993 the government opened the National Stock 
Exchange of India (NSEI) in Bombay. The NSEI is a milestone in 
the development of the Indian capital markets, forcing an 
automation of the Bombay Stock Exchange (BSE) and other 
stock exchanges. It serves as a nodal exchange, integrating the 
stock exchanges across the country with the provision of on-line, 
paperless screen trading facilities allowing investors to buy and 
sell securities from anywhere in the country. 
The BSE accounts for approximately two thirds of the total 
turnover of securities in India. It is estimated that 20 Million 
shares are exchanged every day on the two prominent 
exchanges (i.e. BSE and NSE combined) and the amount of the 
trades is about Rupees 10, 000 crores a day. The Securities and 
Exchange Board of India (SEBI) was established by the 
government to regulate the exchanges making transactions more 
transparent in an effort to protect the interests of the Individual 
investor. The SEBI regulations introduced the concept of dual 
registration of stockbrokers with SEBI and the stock exchanges, 
bringing the brokers under regulation for the first time. 
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Taxation 
Taxation in India comes in two forms: direct and indirect. Direct 
taxes include income tax, wealth tax, corporation tax, gift tax and 
expenditure tax. Indirect taxes include duties and excise taxes 
and provide more than 70% of gross tax revenue. The reforms In 
taxation are moving towards a simpler system, with moderate 
rates, fewer exemptions and a wider tax base. They have 
assisted in correcting structural imbalances in the tax system; the 
share of direct taxes has increased, leading to greater equity and 
economic efficiency. 
Double-Tax Treaties 
India currently has double-taxation agreements (DTA) 
covering all sources of income with over forty countries. A DTA 
takes precedence over the provisions of the Income Tax Act. 
Operating from a country that has a DTA with India, can provide 
a corporation with significant tax concessions and options. For 
those countries with whom India has no tax treaty unilateral tax 
relief is allowed at either country rate, whichever is lowest. 
These features play an important role in Mergers and 
Acquisitions. 
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Failure of M & A -
A study of mergers by the consultacy firm, KPMG, that 
found that half the mergers had destroyed shareholders value 
while another third had made no difference. Other studies, 
covering different countries, sectors and time periods, have come 
to similar conclusions. Indeed, it is fair to say that in few respects 
have managers defined the findings of pundits as resolutely as in 
the case of merger; every CEO, no doubt, thinks he can bring it 
off. 
Germany's top banker have had ridicule heapted on them 
following the collapse of merger talks, first between Dentsche 
Bank Dresdner Bank and then between Drasdner and commerz 
bank. 
Mr. Kaufman of Financial Times says that mergers are bad 
because, far from leading to efficiency, these will create 
monopolies that will "inact a cost on society as a whole", . He 
laments the fact that corporate consolidation has gone largely in 
challenged. This is because it is taking place against. This is 
because it is taking place against a background of general 
0 
prosperity and rising stock prites, with much of the stock being 
held by ordinary citizens. 
Two academics, Mr. Pankaj Ghemawat and Mr. Fariborz 
Ghadar say that big mergers are driven by the belief that 
industries will become more concentrated with globalization and 
the sports of the market will to a select few. So, mergers 
have not always enhanced shareholders value. 
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The truth is that many a merger is an escape for under-
performing management. They fail because they cannot hope 
with the great complexity that merger brings or because, in their 
eagerness to clinch deals, they overpay for targets. 
So, main reason for M & A failure is implementation. 
SUGGESTIONS & RECOMMENDATIONS 
• Change in the FERA, MRTP, IDRA, 1961, new takeover 
code'97 and new companies act 97 are going to remove 
numerous hurdles in the path of Mergers, acquisitions 
and takeovers. 
• Under these and other liberalization's, the companies 
will need to grow rapidly and consolidate their operations 
which can be done through Business restructuring in 
which mergers, acquisitions and takeovers will play a 
key role. 
• Firms will substitute their Greenfield growth plans with 
takeover strategies because the benefits of taking over a 
company-ready-made manufacturing facilities, well -
entrenched brands, capture market share, no entry 
delays and an entrenched distribution network. 
• Further liberalization and resulting restructuring of Indian 
companies will force an unprecedented reshuffling of 
companies and businesses. They will identify their core-
competencies that will help them cope best with the 
future and take necessary steps to consolidate (one way 
would be mergers and Takeovers). 
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• The Governments decision regarding disinvestments of 
some of its enterprises will also add to the activity of 
merger and acquisitions. 
• The new definition of sickness by BIFR will also facilitate 
M&A activities. In view of the turbulent environment in 
the corporate India in wake of liberalization and 
globalisation process, the prospects of entrepreneurs 
burning that hands and more and more firm going silk 
and further put to sale are very high. 
• According to the new definition of sickness, firms which 
have eroded their net worth, no longer have to post net 
losses for two successive years before they can be 
declared sick.BIFR is also been that sick companies be 
acquired quickly. 
• With transnational also realizing that the complex local 
market is better accessed by ready-made distribution 
network rather than one build from the scratch. 
• The opening up of banking industry to the private, sector 
is also resulting In flurry of M&A activity in this industry. 
Further relaxing of rules a certainty and a trend towards 
universal Banking taking shape is also going to spurt the 
M&A and takeover activities in Banking. 
• Increasing competition has already played its part in 
M&A activities in parts, further increase in competition 
particularly competition based on cost and efficiency, will 
result in merger and takeovers to achieve economies of 
scale so that to reduce costs and increase efficiency. 
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• The recent guidelines for NBFC's will also add fuel to fire 
and those would be large consolidation of firms in this 
highly scattered industry. 
• The current industrial slowdown and overcapacity in 
some sectors will also result in consolidation in these 
industrial sectors (Cement, steel, auto-ancillaries, 
NBFC's tyre industry). 
• Companies operating in industries which are in a bad 
shape are likely to witness more takeover bids than 
companies operating in industries, which are in good 
shape. There are two reasons for this. 
• In 1994 a large number of corporate went for public 
issues after which the holding of promoters went down 
substantially ad bulk of equity is not with the retail 
investor. These small investors have seen a constant 
erosion of their wealth in the last three-year. As soon as 
an acquirer offers a handsome price for his stock. 
Investors will jump at the opportunity of offloading their 
junk stocks. 
• Also strong companies, specially the multinational in the 
poorly performing industrial sectors, are added at much 
cheaper costs. It also reduced competition. They survive 
through recession on the strength of their deep pockets. 
This is evidenced by the spate of takeovers and mergers 
in the phamiaceutical industry where MNCs prevail. 
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• Industrial sectors which are likely to see a large number 
of such bids in near future include cement steel and 
flexible packaging. 
• In the case of cement the industry is divided on the basis 
of regions. A south based company interested in making 
its presence in any other region will be keen on taking 
over company in that particular region and will be able to 
expand at a lower cost then setting up of a new plant in 
that region. 
• In case of steel industry, several companies have been 
hit hard by recession in the last three years. Due to large 
capital cost, promoters holding in most of the companies 
is very low. Replacement cost of putting up a next plant 
is very high and in the current state of the market he 
scraps are quoting much below their inherent worth. 
Moreover the steel industry is a cyclical industry and as 
soon as the cycle starts moving upwards the investment 
by an acquirer can be recovered soon. 
• The flexible packaging industry has been a relatively 
new industry in India. The promoters, several of them 
first generation have expanded rapidly during 1993 to 
1995. There have been huge capacities installed in this 
industry leading to low capacity utilisation and 
consequent fall in scrip prices. 
• The promoters holding in several new companies are 
very low making them easy takeover targets. In flexible 
packaging industry the nature is such that the small 
converters have been atrte-to-gra^rregio^ra^marke^share 
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at the lower end of the markets. During the last two 
years of recession of in flexible packaging industiy. 
Lower end of the market has shown only small growth. A 
big company can take daily if it acquires a medium size 
company, which has a large list of clients who may be 
small in size but add to the volumes of business. 
• On the other hand the services sector is unlikely to see 
much of acquisition and takeover activity. Companies in 
industries like finance and software will be relatively 
immune from such threats. In software company the 
main asset of the company is skilled manpower. In case, 
of a takeover bid the skilled manpower can leave the 
company leaving the acquirer high and dry. This is 
particularly in the case of Indian software companies 
who are providing services rather than developing 
branded software, which could be, acquire along with 
the targeted company. 
• Besides the assets, other major consideration for 
Takeovers is the share holding pattern. Companies 
where promoters holding are above 51% should feel 
less threatened unless somebody takes a substantial 
stake in the company to merely disturb the management 
or in certain cases green mail the promoters. In other 
cases where the promoters holding is less than majority 
level the holding of the financial institution an Important 
role in the event of takeover threat. 
• Another important factor in the take over game will be 
brands. If the targeted company owns very strong 
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brands, the chances that bidder company will offer a 
higher price than justified by the tangible assets. Plant 
and machinery of a company have a replacement cost 
but the value of a brand is intangible. The case of Lakme 
is prefect example. HLL has paid RS. 200 cr. for the 
brand of Lakme which is more than were they are likely 
to pay for plant and machinery so the companies which 
has strong brands and lower promoter holdings are likely 
to be attractive takeover targets. Even the level of 
institutional holding may company can determine 
susceptibility of a company to takeover threats. If the 
investment is held by investment institutions by UTI, LIC 
and other development financial institutions like ICICI, 
IDBI and IFCI, the chances of hostile bid will be lower 
but if the holding is with UTI and other mutual funds. The 
chances of the bidder succeeding are very high. For an 
institution like UTI or any other mutual fund the increase 
in their NAV is more important is more important than 
saving the incumbent management or the long-term 
prospect of business. 
A larger number of friendly takeovers will also take 
place. This is the much-voiced concept of the white 
knight. The white knight as it were takes over the target 
company to release its independence later. Under 
performing companies in big industrial groups are likely 
to witness friendly takeovers, but this may often 
jeopardize the interests of small investors. 
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• Take over code has opened up the debt issue route to 
finance the Merger and takeover activity. It will add a 
new product to the current product portfolio of financiers 
and also make corporate job of generating funds for 
M&A a lot easier. 
Omkar Goswamy Committee which was commissioned 
by the confederation of Indian Industry (Cll) to look into the 
area of financing takeovers and acquisitions has given the 
following recommendations. 
i) Allow greater funding to the corporate sectcg- against 
the security of shares and other papers. 
ii) Permit setting up of medium term leveraged buyout 
funds and that the companies act should liberalize 
inter-corporate flow of funds within group firms. 
iii) That Fl's should create M&A subsidiaries to facilitate 
new entrants in the industry and catalyze take over 
dynamic groups. 
iv) Facilitate Fl's to exit from poor debt or equity 
exposure via the capital market. 
v) As financing of take over and acquisition slowly 
becomes a reality, investment bankers, public and 
foreign banks and financial institution are recognizing 
M&A a big and sensible business, so much so that 
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many NBFC's are also seriously considering 
converting themselves into investment banks and 
dumping traditional focus of financing leasing and hire 
purchase. Others are lining up divisions for target 
identification, advising clients and executing deals 
and of course earning huge fees in the process. 
According to UNCTA Dr latest world investment report 
(WIR). The value of cross border M & As announced in the first 
half of this year touched $ 574 billion; already close to the value 
of all cross-border M & A of $ 655 billion. Such figure does not 
include domestic M & A activity. In fact, cross-border M & A have 
been found to be roughly 25% of all M & As. 
Globalization is a faster highlighting competitive pressure. 
According WIR, driving forces thus are liberalization and 
globalization and the special needs and condition of particular 
industries leading to a consolidation on a global scale. 
Cross-border M & As have important implications for 
developing countries like India which seek to attract $10 billion 
FD in a year, up from the current average of $ 3 to $ 3.5 billion. 
Much of that investment will be through foreign investors 
acquiring majority stakes of 50% or more in domestic industries. 
Yet the country does not have a competition policy to deal with 
this growing phenomenon. 
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In a proper competition policy is in place, M & A can 
become a viable strategy for Indian corporate to grow bigger and 
bigger to hold their own against global rivals. 
To be sure, M & As are taking place in India, but the scale 
of this process is negligible by global standard. Family seen 
business houses and corporate are restructuring their activities. 
The year old economic slowdown is causing shakeouts in many 
sectors. 
Share prices are depressed enough to make acquisitions of 
large equity stakes feasible. SEBI's new takeover code has also 
laid out the rules for hostile and negotiated takeovers. 
However, this process must be fast forwarded as Indian 
integrates with the world economy. If FDI comes in largely 
through cross-border M & As, the need is for a proper regulatory 
framework for M & As in the domestic context. As yet, this is only 
in an embryonic stage. 
The need is uppermost for a competition policy to balance 
the interests of consumers, and domestic and foreign players 
who enter with majority stakes through M & As. 
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So the study can predict the M & A activity in the Indian 
economy can help a company to decide whether it has time to 
strengthen itself or whether it should consider an M & A to 
survive. It makes the time frames for expected M & A seal. 
Especially with global competition coming in the 'S' curve would 
help corporate take crucial decisions. 
Although the researcher has tried his level best to evaluate 
tried his level best to evaluate the role of M & A in the global 
evaluate the role of M & A in the globalization of Indian economy 
with maximum coverage. But due to the time constraint and not 
making the research lengthy, the researcher restrained and left 
the other areas to taken up by other researchers. 
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Annexure 
Recent Mergers and Acquisitions (2004) 
Merged Company Reason/Benefits 
with/Acquired 
Polaris Merged with Acquired IPR of OrbiTech's 
OrbiTech range of Orbi Banking 
product suite. 
Wipro Acquired Aimed at expanding in the 
Spectramind BPO space.the acquisition 
gave Wipro an opportunity 
to run a profitable BPO 
business. 
Wipro Acquired global It acquired skilled 
energy practice professionals and a strong 
of American customer base in the area 
Management of energy consultancy. 
Systems 
Wipro Acquired the It acquired specialised 
R&D divisions of expertise and people in 
Ericsson telecom R&D. 
Wipro GE Medical It acquired IP from the 
Systems (India) medical systems company, 
which in turn gave it a 
platform to expand its 
olferlngs in the Indian and 
Asia Pacific healthcare IT 
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market. 
Challenger 
Systems & 
media 
vMoksha a Primarily aimed at 
X expanding its customer 
base. The company also 
leveraged on the expertise 
of the companies in the 
BFSI space. 
Mphasis Acquired China- Expanded its presence in 
based Navion the Japanese and the 
software Chinese markets. It also 
plans to use it as a 
redundancy centre for its 
Indian operations. 
Mascot Acquired US- Expanded in size and 
Systems based eJiva and leveraged on technical 
Hyderabad- expertise of the acquired 
based Aqua companies. Acquisitions 
Regia have helped the company 
in offering multiple services 
and expanding its customer 
base considerably. 
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Merger/Amalgamation 
Company Name 
IFB VENTURE CAPITAL FINANCE LTD. 
IMPERIAL TEA CO.LTD. 
IND-ITAL CHEMICALS LTD. 
INDIA INFUSION LTD. 
INDIAN COMPUTER SOFTWARE CO.LTD. 
INDIAN CROWN CORK CO.LTD. 
INDIAN REFINERIES LTD. 
INDIAN SUGAR & GENERAL ENG.COR.LTD. 
INDIAN TACK & NAIL CO.LTD. 
INDIAN TOOL MANUFACTURESRS LTD. 
INDIAN TUBE CO.LTD. 
INDO LOWENBRAU BREWERIES LTD. 
INDOFIL CHEMICALS LTD. 
INDUSTRIAL CONTAINERS LTD. 
INGIT FASHIONS PVT.LTD. 
INTEGRATED ADVISORY SERVICES LTD. 
INTERNATIONAL TRACTOR CO.OF (I) LTD 
INVESTA LTD. 
INVESTA MACHINE TOOLS & ENG.CO.LTD. 
ISMT HOLDING LTD. 
ITC CLASSIC FINANCE LTD. 
Merged With 
IFB FINANCE LTD. 
MCLEOD RUSSEL (INDIA) LTD. 
UB PETROPRODUCTS LTD. 
TORRENT PHARMACEUTICALS LTD. 
HCL LTD. 
L/^ RSEN & TOUBRO LTD. 
INDIAN OIL CORPN.LTD. 
SARASWATI INDL.SYNDICATE LTD. 
GILLANDERS ARBUTHNOT & CO.LTD. 
ZENITH LTD. 
TATA IRON AND STEEL CO.LTD. 
UNITED BREWERIES LTD. 
MODIPON LTD. 
BALMER LAWRIE & CO.LTD. 
JACQUART CHEMICALS INDUSTRIES LTD. 
INTEGRATED ENTERPRISES (INDIA) LTD 
MAHINDRA & MAHINDRA LTD. 
TATA INVESTMENT CORPORATION LTD. 
TATA ENG.& LOCOMOTIVE CO.LTD. 
INDIAN SEAMLESS METAL TUBES LTD. 
ICICI LTD. 
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1. ACR - Aggregate Concentration Ratio 
2. ADS - American Depositary Shares 
3.AV- Appraisal Value 
4. BIFR- Board of Industrial & Financial Reconstruction 
5. BSE - Bombay Stock Exchange 
6. BOM - Bank of Mudurai 
7. BV- Book Value 
8. CAR - Cumulative Abnormal Return 
9. CAR - Capital Adequacy Ratio 
10.CEO - Chief Executive Officer 
11. CLS- Convertible Loan Stock 
12. CMS - Cash Management Services 
13.CPS- Convertible Preferred Stock 
14.DCA- Department of Company Affairs 
15.DCF- Discounted Cash Flow 
16.D0PA- Date Of Public Announcement 
17.DTA - Double Taxation Agreements 
18.EPS - Earning Per Share 
19.ES0P ~ Employee Stock Ownership Plan 
20.FCCB - Foreign Currency Convertible Bonds 
21.FCF- Free Cash Flow 
22.FERA- Foreign Exchange Regulation Act 
23.Fl- Financial Institution 
24.FTC - Federal Trade Commission 
25.Gol- Government of India 
26.HLL - Hindustan Lever Limited 
27. HVM - Hindustan Vanaspati Manufacturing 
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28. lAA - Investment Advisers Act 
29. ICA - Investment Company Act 
30. ICICI - Industrial Credit and Investment Corporation of India 
31. IDBI - Industrial Development Bank of India 
32. IPO - Initional Public Offering 
33. IRR - Internal Rate of Return 
34. ISO - Incentive Stock Option 
35.LBIL - Lever Brother India Limited 
36.LBO - Leveraged Buy Out 
37.Lie - Life Insurance Corporation 
38.LO- Letter of Offer 
39.MBO - Management Buy Out 
40.MF - Mutual Fund 
41 .MMMF- Money Market Mutual Fund 
42.MNC - Multinational Company 
43.MNE - Multinational Enterprise 
44.NPU - Net Present Value 
45.NPA - Non-Performing Assets 
46.NSE - National Stock Exchange 
47.PER- Price Earning Ratio 
48.R&D - Research and Development 
49.SEBI- Securities Exchange Board of India 
50.SMV- Stock Market Value 
5I.SWIFT-Society for Worldwide Inter-bank Financial Tele-
communication 
52.UTI- Unit Trust of India 
53.UTL - United Trades Limited 
54.WACC- Weighted Average Cost of Capital 
55.WIR - World Investment Report 
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